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Editorial Comment 


At this time of writing, a very hot day in 
For Wider July, we offer no apologies for reprinting 
Horizons the following comments of The Orangeville 
(Ont.) Banner: 

“One of our exchanges holds that. many of the 
troubles of modern man may spring from the fact that 
he is too busy to look out of the window—not only the 
window of his home and office, but his mental window 
as well. The old saying that none are so blind as those 
who will not see, it thinks, is particularly applicable to 
this day and age. Never before have office windows had 
such expanses of glass. Yet what do w: find? Men and 
women running around behind these windows or bent 
over desks, so absorbed in their daily tasks that they have 
little time for the great beautiful world outside their 
daily round. Indeed there are many who seem to live 
on a treadmill, consisting almost wholly of themselves 
and their own concerns. 

“They hurry from their homes to the bus or street car, 
where they bury themselves in a book or newspaper, with 
never a glance through the window. They plunge into 
their day’s work and repeat their daily round at night, 
without so much as looking at a patch of blue sky or 
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observing the activities of other people. They shut them- 
selves up in forbidding and windowless mental castles, 
just as the barons of the medieval period housed them- 
selves in huge, windowless castles as defenses against 
their enemies. They forget that the tired business man 
may rest his eyes and relax his mind and body by look- 
ing away beyond his window to the wide horizons, provid- 
ed he is not too preoccupied to comprehend the beauty 
and meaning of what he sees. 

“To refresh the spirit looking through the window into 
the wider horizon must remind him that nature is wheel- 
ing on in her magnificent and mysterious way, untroubled 
by the trivial cares of man’s petty and sometimes irk- 
some daily grind. Viewed.in his larger perspective, our 
troubles, cares and worries do not loom so largely, when 
we look outward to a wider horizon and upward to the 
illimitable spaces of the heaven that canopies this mun- 
dane sphere.” 

This quotation brings to mind also a recent discussion on 
the apparently relatively small part our members play in 
public affairs outside their directly professional interest. 
There are two factors to be considered—first, the good they 
can do to others by bringing their general training and 
experience to bear on the particular communal problem in 
which they should become interested—and second, the good 
they can do to themselves by coming out of their shells 
and coming to grips with the problems of others. 

It should not be necessary for us to emphasize the first 
factor; it should be evident to all, and chiefly to ourselves, 
that we can individually make a great contribution to the 
political and social welfare of the community and we should 
look upon this as a duty which we should not attempt to 
escape. The second factor is also important from the sel- 
fish point of view and particularly so when we take a long 
range look at it. How often do we not find our friends 
and associates rather dreading the day when retirement 
comes? The fear generally arises because they have not 
fitted themselves with interests and hobbies, which can be 
expected to keep their minds alert during the period when 
day to day business problems no longer confront them. 

These interests and hobbies can be purely personal ones, 
such as love of books, of travel or of sport compatible with 
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advancing years—or they may be involvements in political 
affairs, welfare, health or other charitable associations, in- 
volvements which keep the mind active and the social round 
alive, but which do not become a full time obligation. Many 
of our happiest retired friends are those who have accepted 
responsibilities in these fields, but how many of them are 
chartered accountants? 

One might say that too many of us are striving so 
hard “to so arrange affairs as not to attract taxation” 
that we fail completely to so arrange our own affairs as 
to avoid boredoms. Let us examine ourselves during this 
holiday period to determine if our own horizons are not far 
too narrow. 


RESEARCH COMMITTEE 


The Committee on Accounting and Auditing Research 
met in Toronto on 23rd and 24th June 1947 under the 
chairmanship of Mr. W. L. McDonald. The Committee re- 
viewed the draft of a statement on the accounting treat- 
ment of certain income tax items. It is expected that the 
tentative statement will be forwarded to members in the 
near future for their criticism and comment. 

The proposals in connection with the preparation of a 
bulletin on the minimum standards of auditing procedure 
applicable in the examination of the financial statements 
of limited companies were discussed in addition to a num- 
ber of other matters. 

It was agreed that the next meeting of the Committee 
should be held in Montreal on 27th and 28th October. 
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Some Remarks on Pension Plans 
By Herbert Gilbert, C.A. 


ae Plans are generally established because they 
are an important factor in employer-employee rela- 
tions. A Pension Plan is simply the retirement policy of 
an employer and usually provides that upon attainment of 
a certain age, employees will be retired and receive a retire- 
ment allowance. Formal pension plans generally provide, 
in addition to the retirement allowance, benefits upon 
death, disability or other separation from service. In 
reality such plans are employee benefit plans. 
Most of the benefits to be derived from the adoption of 
a pension plan stem from the assistance provided therein 
in meeting two important financial hazards with which 
most employees are faced. These hazards result from death 
and from disability arising through old age. Of one hun- 
dred male employees now 25 years of age only about seven- 
ty will be alive at age 65 and out of one hundred female 
employees now 25 years of age fifteen will likely die before 
attaining age 60. One is saddened by the realization that 
out of an average group of one hundred persons who are 
now 65 years of age, eight are able to work, eight have an 
an income but are not able to work, and eighty-four are 
unable to work and have no independent income. 


Advantages to Employers 

It may well be asked what benefits are to be obtained by 
employers in enabling employees to meet these particular 
hazards through the medium of a well designed pension 
plan. 

Many advantages have been claimed. Some are of a 
general nature and some apply only to particular businesses 
and groups of employees. The more important of these 
may be summarized as follows :— 

1. An employees’ pension plan helps to combat Com- 
munism. The dangers inherent in Union Pension Schemes 
for members were emphasized in an editorial which ap- 
peared in the 16th November 1946 issue of the British Co- 
lumbia Financial Times. 


*A paper read to the Canadian Retail Federation at Toronto on 
14th January 1947. 
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2. It attracts a higher type of employee tu the ser- 
vice, thus raising the general standard of the personnel. 

3. It helps to retain in the service the best employees— 
not just the mediocre ones. 

4. If higher pensions result from higher pay during the 
employee’s term of service, the plan will serve as an incen- 
tive to advancement. 

5. In studies made at the University of Toronto in 1932 
and repeated later in both England and the United States, 
a large number of employees were given a number of desir- 
ables in the work situation and were asked to arrange them 
in order of importance to themselves. The older employees 
indicated that security of employment ranked first whereas 
the younger employees considered that opportunity for pro- 
motion was the most important factor. A pension plan 
provides an incentive to younger employees and improves 
the morale of the whole staff by making it possible to retire 
the older employees at earlier dates. 

6. A properly designed pension plan should actually pay 
for itself by the increased efficiency of the personnel result- 
ing from the advantages just recited and from the removal 
of financial worries which arise in connection with the haz- 
ards of death during employment and of uselessness during 
old age. 

Classification of Pension Plans 

Pension Plans may be classified as formal or informal. 
Under a formal plan specific provision is made financially 
and in written terms fer pensions to employees upon reach- 
ing retirement age and for other benefits. Under informal 
plans the pension generally consists of a lump sum payment 
upon retirement or periodic payments of specified amounts, 
usually related to leaving pay. Informal plans are some- 
times called self administered or unfunded plans because 
the payments are made out of current income. The pay- 
ments are not made of right but at the discretion of the 
employer and thus smack of paternalism. 

Informal plans are unsatisfactory for two principal 
reasons :— 

1. They are unsound from a cost accounting point of 
view as the expense is not charged during the effective earn- 
ing period of the employee. 

2. The employee has no assurance that he will receive 
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a pension and consequently the benefits to be derived by the 
employer in having a pension plan may not be realized even 
though the expense is incurred. 

Types of Pension Plans 

Formal pension plans are either contributory or non- 
contributory and are of two types termed “money pur- 
chase” type and “definite or unit benefit” type. The num- 
ber of each type of plan being currently made effective is 
about even. Quite often plans are a combination of both 
types, for instance it is quite common for a plan to be of the 
definite benefit type in respect of past service and of the 
money purchase type in respect of future service. 

Under the money purchase type of plan, the cost is fixed, 
this beiug according to the rate of contributions stipulated 
in the plan. The contributions are accumulated at what- 
ever interest rate is obtainable and upon retirement the 
funds accumulated on behalf of an employee are used in 
the purchase of an annuity through the Dominion Govern- 
ment or a Life Insurance Company or both. The contribu- 
tions may be turned over to an Insurance Company, the 
Dominion Government, Annuities Branch, a Trust Com- 
pany or to trustees independent of the employer. 

Under the definite or unit benefit type of plan, the bene- 
fits are fixed and the cost is variable. The retirement bene- 
fit is usually stated to be a flat percentage of remuneration 
or a percentage of average or final remuneration multiplied 
by years of service. Scarcely ever is the benefit stated as 
a definite amount. 

There are three principal methods of financing retire- 
ment plans of the definite benefit type. These are: 1. the 
individual annuity method; 2. the group annuity method 
and 3. the pension trust method. 

1. Individual annuity plans are usually only adopted for 
small groups of employees. A separate annuity contract is 
purchased for each employee and the contracts may be held 
by a trustee during the period of employment. 

Sometimes they are held by the employer. Psychologic- 
ally, at least, it is better for the trustee to be other than the 
employer. Upon retirement, the Trustee has all the rights 
under the contract vested in the pensioner unless the con- 
tract was originally issued in the name of the employee. 
The premium is determined by the employee’s age and the 
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amount to be paid as a pension and the annual premium 
rate remains fixed for the life of each contract, the prem- 
iums being usually quoted on a level cost basis. If an em- 
ployee’s pay is increased, additional or supplementary con- 
tracts may be issued. If an employee’s pay were decreased, 
I do not know what would happen. 

2. Under the group annuity method, the pension pay- 
ments are underwritten by a life insurance company or the 
Annuities Branch of the Dominion Government. The com- 
bined total of the deferred annuities purchased from year 
to year for each employee will be the amount of his pension. 
The cost of each employee’s pension under a definite benefit 
plan financed by the group annuity method advances each 
year due to his advancing age. If there is a constant in- 
flux of new and younger employees the average premium 
cost per employee may remain about the same from year 
to year. 

Group annuity contracts are usually written for groups 
of not less than fifty employees. 

The cost under plans underwritten by life insurance 
companies may vary as between companies. The prem- 
ium rates are usually guaranteed for the first five years and 
are subject to change thereafter from year to year. The 
general interest rate assumption on reserves is now about 
214%. 

8. Under the pension trust method, actuarial calcula- 
tions are necessary to determine the estimated cost of pro- 
viding the accumulated reserves to pay pensions and other 
benefits to those entitled. In these actuarial calculations 
four factors must be considered: (a) mortaliy; (b) turn- 
over in staff; (c) earnings from the fund and (d) probable 
future increases or decreases in compensation. 

While the cost of the pension provision is low for young 
employees and high for those at advanced ages, the annual 
rate of contribution may be determined on a level cost basis. 
After the plan is made effective, the reserves are actuarially 
re-appraised, annually or less frequently in the light of the 
total experience. This is necessary to determine the ade- 
quacy of the reserves. 

The funds under this method are usually held and in- 
vested by an institution or trustees independent of the em- 
ployer. 
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Administration 

At one time a well-known automobile company used as 
an advertising slogan “Look at all three before choosing”. 
I think the slogan is an appropriate one to apply to the 
method of administering and financing a pension plan. 

The Government, the Insurance Company and the Trust 
form of administration and financing of a pension plan each 
have comparative advantages and limitations. Briefly, 
these are as follows :— 

Under the Government Plan, a return of 4% is at pres- 
ent guaranteed for the lifetime of the member, but there 
are certain inflexibilities such as the restriction prohibiting 
refunds in cash to employees who leave the service before 
retirement date. 

An Insurance Company plan may be more flexible than 
a Government plan, but the interest rate assumed in the cal- 
culation of premium costs is generally small in relation to 
the interest earnings. According to published reports of 
some Canadian Life Insurance Companies for the year 
1945, the interest earnings varied from 314% to over 4%, 
but I understand that the general interest rate assumption 
for pension plans was around 214%. 

Under the trusteed plan maximum flexibility is possible 
with a comparatively high return on the amounts con- 
tributed to the fund. In The Royal Trust Company’s own 
staff pension fund, an average return of about 4% has been 
obtained since 1936 on the investments and capital gains on 
bonds sold or redeemed aggregate over $60,000.00. 

Choosing the Plan 

In selecting the type of pension plan and the basis of 
financing best suited to the needs of a Company there are 
a number of factors to be considered including 1. financial 
operating results of the Company; 2. personnel situation; 
3. employee and union reactions to a pension plan; 4. exist- 
ing welfare plans; 5. income tax considerations; 6. detailed 
provisions of the plan; 7. the cost. 

1. It is necessarv to ascertain the past and estimated 
future financial operating results of the Company princi- 
pally in order to determine whether the employer should 
adopt a fixed cost or a fixed benefit type of plan. If the 
past and prospective record indicates widely varying profits 
and losses, it would likely be advisable to adopt the fixed 
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cost or money purchase type of plan. The following is a 

comparison of the chief characteristics of the Money Pur- 

chase and Definite Benefit Types of Pension Plans :— 
Money Purchase Type of Pension Plan 

(a) The cost is fixed—a Company is not committed to 
any unforeseen or contingent liabilities. 

(b) The minimum benefits only can be stated in ad- 
vance, the ultimate actual benefits depending upon in- 
creases in remuneration and earnings of the fund in ex- 
cess of the estimated rate. 

(c) Changes in the plan and the suspension of contri- 
butions for special reasons such as during leaves of ab- 
sence or when the Company is financially unable to con- 
tribute, etc. can be made with minimum disruption to the 
pension programme and its effect on the staff. 

(d) The financial provision made by the Company is 
equitably distributed—older employees do not receive a dis- 
proportionately large share of the Company’s contributions. 

(e) The preparation and distribution of an annual 
statement showing the growth of each member’s account 
provides a means of sustaining interest in the welfare pro- 
gramme. 

Definite Benefit Type of Pension Plan 

(a) The Company undertakes a fixed commitment un- 
der which the cost is variable, depending upon earnings of 
the fund or the assumed interest rate on annuities under- 
written by the Insurance Company or Dominion Govern- 
ment from time to time, mortality experience, turnover in 
staff and changes in rates of remuneration of the employ- 
ees at different age levels. During periods when the Com- 
pany is operating at a loss, the cost of contributions is 
higher as no part of it is absorbed through taxes on net 
income. 

(b) The pension benefit is usually stated as being a per- 
centage of average annual remuneration multiplied by years 
of service. Though rarely stated as a definite amount the 
employee may nevertheless by a simple calculation, obtain 
a rough estimate of what his pension will be. 

(c) Serious consequences to the morale of the staff 
might result if any unfavourable change were later made 
in the stipulated benefits. 

(d) The cost of the pension provision is low for young 
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employees and high for those at advanced ages. Older em- 
ployees at the time a plan is made effective are thus assured 
of a larger pension than would ordinarily be provided un- 
der a money purchase type of plan. 

(e) The problem of employing persons over say thirty- 
five years of age is intensified by reason of the higher cost 
of providing pension benefits for older employees, thus mak- 
ing it more difficult for older persons to obtain new jobs. 

2. An analysis of the personnel situation is desirable. 
This analysis should show average age levels, the ratio of 
female to male employees, the term of service to date of 
commencement of the plan and experience in turnover in 
staff. If the majority of the employees are in the higher 
age levels, the cost of financing a definite benefit type of 
plan would be onerous. If there is practically no turnover 
in staff, and no new and younger persons are employed, the 
cost of financing a plan of the definite benefit type in- 
creases from year to year except under a method of finan- 
cing where the cost is distributed on a level premium basis. 
The determination of past service benefits would largely de- 
pend upon the age levels and term of service to date of 
commencement of the plan. 

3. It is usually good policy to ascertain in advance the 
possible reactions of employees and unions to pension plans 
in general and to the specific provisions that might be in- 
cluded in a plan for the benefit of the employees concerned. 
One example would be the ascertainment of the reaction 
of employees to a provision in a plan making participation 
compulsory for both present and future employees. This 
might be undesirable if the employees are unionized. 

Consideration should also be given to take-home pay, 
as if deductions are heavy and result in small take-home 
pay, it would probably be desirable to adopt a non-con- 
tributory pension plan until such time as the deductions are 
lightened, when consideration should be given to the adop- 
tion of a contributory plan. 

4. Existing welfare plans must be considered in con- 
junction with any pension plan that might be adopted. 
In particular, welfare plans such as group life insurance 
and disability benefit plans would have an important bear- 
ing on the provisions to be included in a pension plan. 

5. While it is wrong in principle to inaugurate a pension 
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scheme primarily because the Government assumes a pro- 
portion of the cost through reductions in taxes, the matter 
is so important that one cannot ignore the income tax con- 
siderations. The Dominion Income Tax laws in respect 
of pension plans are uniform whether the plan is under- 
written by the Dominion Government or an Insurance Com- 
pany or is of the trusteed type, except that the income from 
the investment of the funds of plans of the trusteed type 
is free from income tax. 

6. The next problem is to determine the detailed provi- 
sions of the plan particularly with respect to such matters 
as membership and eligibility, leaves of absence, retirement 
age, vesting rights and of course the benefits to be provided. 
Reference to existing plans will be found helpful. 

7. Having decided upon a tentative plan, the next im- 
portant step is that of determining the cost of providing 
the benefits and the proportion to be borne by the employee 
and employer. If the plan is of the definite benefit type 
actuarial calculations are involved. I understand that un- 
der plans underwritten by the Dominion Government, no 
‘discount is made in advance for the death of the members 
before reaching retirement age, although this appears to 
be a common practice with Insurance Companies. Under a 
trusteed plan discount is usually made for death, and may 
also be made for severance from service but advisedly on a 
very conservative basis. By discounting in advance for 
these contingencies the cost at the commencement of the 
plan is lower but obviously the ultimate cost is not affected 
if rebates are made to the employer in respect of surpluses 
arising as a result of deaths and withdrawals from the 
service before retirement. 

General Procedure 

Having selected the type of pension plan and the basis 
of financing best suited to the needs of the employee, the 
plan should be put in final form and a copy sent before adop- 
tion to the Department of National Revenue, Taxation Di- 
. vision, together with a form known as T510 in order to 
obtain approval of the plan. If approval is not granted, the 
tax benefits provided in the Income War Tax Act to em- 
ployers and employees in respect of contributions to pen- 
sion plans may not be obtained. 

A formal agreement between the employer and the un- 
der-writer or the trustees of the plan should be drawn up 


Avaust, 1947 69 





THE CANADIAN CHARTERED ACCOUNTANT 


and this, together with the plan, should be formally ap- 
proved for adoption by the Directors of the Corporation 
or Institution concerned. 

The plan should be announced to the employees and if 
participation in the plan is on a voluntary basis, a selling 
job may be necessary. 

Conclusion 

I recently read an article in an American magazine 
which ran somewhat as follows :— 

“In our competitive system, we do not behead the in- 
efficient retailer—we simply let him hang himself. As the 
decontrol of prices is extended the better and cheaper prod- 
uct will drive out the inferior—given a fair salesmanship 
and a good reputation. 

“So the real competition is coming more and more from 
a different quarter: that of service—But there are two 
forms of ‘service’ without which an institution cannot 
prosper in the super-charged atmosphere of today. 

“The first is the service rendered inside the company. 
How does it treat its employees? If employees are chafing 
at the bit because of pay, privileges or prospects, they won’t 
turn out as good a production, may cause losses and gen- 
erally put the company at a disadvantage. A good indus- 
trial relations director, given the support of management— 
can earn a top salary many times over, and help others in- 
crease theirs. 

“Take-home pay is basic to the employee, and there may 
be a good deal of shifting employment as rates vary sharp- 
ly between types of work and between different employers. 

“But it is not the only important factor. The feeling of 
financial security is high on the list. Too much of it can 
create indifference, too little of it can bring low morale 
and production. And either of them, without good work- 
ing conditions, which show that management is trying to 
provide real service to its employees, is incomplete.” 

The financial security of the employee may be satisfac- 
torily provided by a well-designed pension plan. When I 
say pension plan I use the term in the conventional sense— 
in reality a welfare benefit plan. This is so because formal 
retirement plans as I mentioned at the beginning of my 
talk generally provide not only pension benefits but also 
benefits in respect of death, disability and severance from 
service. 
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The Profession of Chartered Accountancy 
By C. A. Patterson, F.C.A. 


(Continued from July Issue) ; 

The Dominion Association of Chartered Accountants 
was incorporated by special Act of the Dominion Parliament 
in 1902 with the object of regulating the profession by Do- 
minion-wide authority through training, examinations and 
membership qualifications. However, since the field of edu- 
cation is within provincial jurisdiction, it was clear that no 
charter from the Dominion Government could empower the 
new association to impose such controls as it had planned, 
and that this could be accomplished only through the co- 
operation of the several provincial institutes. The by-laws 
of the Dominion Association were altered to conform to this 
approach, and the working arrangement that followed has 
proved highly successful, judged by the degree of uniform- 
ity in training and qualification for professional account- 
ancy that now prevails across the Dominion. In essence, 
the Dominion Association is the tangible expression of the 
will to co-operate that exists amongst the provincial bodies, 
and what is notable is the amount that has been accomp- 
lished where no compulsion existed or could exist. 

During past years a direct affiliation has developed be- 
tween the Dominion Association of Chartered Accountants 
and the Provincial Institutes and their members. The af- 
fairs of the Association are conducted by officers and a 
council elected by the various Provincial Institutes, and the 
council of each Provincial Institute is a standing committee 
of the Association for provincial purposes. Further, each 
member in good standing of the Provincial Institute is a 
member of the Association. 

The following figures are quoted to indicate the growth 
of the profession in Canada and, I think, the ever-increasing 
importance of the professionally trained accountant in our 
society: 

In 1926 the membership was 

In 1936 the (net) membership was 

(of whom 62% or 1,030 were ip professional 
practice) 

In May 1946 the (net) membership was 

(of whom 56% or 1,652 were in professional 

practice) 

x—Membership of provincial institutes, 3,137 less 
219 who held membership in two or more insti- 


tutes. 
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The above indicates the increasing number of chart- 
ered accountants who discontinue professional practice, 
and these you find in a wide variety of endeavour in the 
business world; in manufacturing, producing and commer- 
cial enterprises of all kinds; in public utilities; public in- 
stitutions; and the government services. Many occupy 
positions in top management and in the executive field and 
up to Deputy Ministers of Departments in the Government 
service. 

The activities of the Association are varied but its ef- 
forts have been and are being directed towards improving 
the profession in Canada; keeping its members abreast of 
the most advanced accounting practices; bringing about 
uniformity in standards of qualifications, training and im- 
proving standards of good professional practice. 

In the field of examination standards, the efforts of cer- 
tain Association members bore fruit in 1939 with the intro- 
duction of the uniform intermediate and final examinations. 
Since that time all students throughout Canada must write 
the same examinations in those two grades. The program 
of education and examination is in the hands of a commit- 
tee composed of a representative of each provincial institute 
with a chairman appointed by Council of the Association. 
This committee initiates the policy on such matters and is, 
in effect, the co-ordinating body between the Dominion As- 
sociation of Chartered Accountants and the provincial in- 
stitutes. The administration of the examinations is car- 
ried out by the Board of Examiners-in-Chief—composed of 
four members. These uniform examinations were tried by 
762 students in December 1946 (about an equal number for 
each of the two grades) compared with 380 in December 
1944, 

One means the Association adopts to keep its members 
abreast of current accounting matters is the publication of 
“The Canadian Chartered Accountant.” It was started in 
1911 and since 1932 it has been published monthly. Its 
circulation has grown rapidly in the past few years, as in 
May 1944 the circulation was 4,904 compared with 6,810 in 
December 1946. At the latter date it was distributed to all 
members, to 2,321 students and to some 1,500 non-affiliated 


subscribers. 
A committee constituted in recent years by the Do- 
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minion Association is the Accounting and Auditing Re- 
search Committee whose object is to keep members up to 
date on accounting and auditing theory and practice. Re- 
cently, it has issued a bulletin outlining the standards of 
disclosure in annual financial statements which is the first 
of what will be a series of bulletins of this nature. A ten- 
tative bulletin outlining good professional practice in con- 
nection with members’ participation in prospectuses for fi- 
nancing was also issued recently and is still under review.* 

A special committee on personnel selection is now at 
work, trying to find methods which will be most effective in 
deciding which applicants should be accepted as students, 
in the interests of these persons and the profession as a 
whole. Since the future of the profession depends upon the 
young men who are entering it today, it is important that 
they should be well-suited and well-qualified for it. 

Another phase of the work of the Dominion Association 
is in presenting the views of chartered accountants to the 
Dominion Government and/or its legislative committees, 
and Royal Commissions. This is especially important in 
taxation matters and the Association was represented be- 
fore the recent Senate Committee on Taxation. It is 
gratifying to note that this committee adopted in its re- 
port at least some of the accountants’ recommendations. 
Reports and suggestions have also been made in connection 
with the re-drafting of the Dominion Companies Act. 

What is a Chartered Accountant and How to Become One 

(The following remarks refer only to the Canadian situ- 
ation with particular regard to the Province of Ontario. 
While there still exist variations in training programs as 
between various provincial institutes they are relatively in- 
significant.) 

In Canada a chartered accountant is a person who has 
successfully complied with the terms, conditions, and stand- 
ards of education and training laid down by one of the Pro- 
vincial Institutes of Chartered Accountants and who has 
been admitted as a member of one of the Provincial Insti- 
tutes; and being a member in good standing in one of these, 
such person is also a member of the Dominion Association 
of Chartered Accountants. Membership therein suggests 


*Editor’s Note. The final bulletin has since been approved and 
issued to members. 
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that the person has skill, efficiency and knowledge in all 
things relating to the business or profession of accounting 
and accepts the responsibilities devolving upon him as a 
member of the profession. 

A person may apply to become a registered student with 
the Institute of Chartered Accountants of Ontario provided 
he or she is 18 years of age, a resident of the province hav- 
ing honour or senior matriculation examination or a stand- 
ing deemed equivalent thereto, and who is certified by two 
members of the Institute to be of good moral character and 
habits and is employed as a student of accounts in the office 
of a practising chartered accountant, which is deemed by 
Council to be qualified to give proper practical experience 
and instruction. Thus qualified, the student enters prac- 
tical work and concurrently must complete the course of in- 
struction of the Institute and at certain stages in his train- 
ing must pass the examinations set. 

At present 5 years practical experience with a practising 
chartered accountant is required, during which period in- 
struction is given the student through a correspondence 
course prepared by the Institute in co-operation with 
Queen’s University, and administered by that University as 
an extra-mural course. To proceed in his training a student 
is required to pass—primary, intermediate and final exam- 
inations after one, three and five years practical experience 
respectively. 

(Some allowance is made as to courses and intiigtaie period in 
cases of graduates of universities and/or graduates of the com- 
merce and finance university courses; further, some allowance 
has also been made in recent years to students returning to their 
practice from service in the armed forces.) 

The examinations set in the intermediate and final 
status (with the exception of the law papers in the inter- 
mediate) are the uniform examinations set under the aus- 
pices of the Dominion Association of Chartered Account- 
ants, and these examinations must be tried by all final stu- 
dents throughout the Dominion of Canada. 

The subjects covered are as follows: 

Primary —2 Accounting papers; 

1 Auditing; and 
1 Mercantile and Statute Law. 
Intermediate—2 each in Accounting, Auditing and 
Mercantile and Statute Law. 
Final —2 Auditing and 4 Accounting papers; and 
1 Economics. 
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Among other things, the aim of this professional edu- 
cation and training is to develop in the student the capacity 
and ability for objective thinking, unbiased investigation 
and honest reporting. 

After establishing competence as an accountant and be- 
coming an experienced chartered accountant, there are 
three main avenues open to such persons— 

(a) To continue in professional accounting and auditing 

work, in which accounting services are available to 
the public on a fee basis, and in that capacity act 
as an independent auditor of companies and busi- 
nesses as well as conducting other work such as 
dealing with financial and accounting matters of a 
varied nature; trustees in bankruptcy and receiv- 
ers; advisers to businesses; consultants on taxation 
and governmental regulation matters; assistance 
and advice in enquiries judicial or otherwise, rate 
cases, etc. 
To carry on accounting and related work in com- 
mercial and industrial businesses in the capacity of 
internal auditor, accountant, comptroller, secretary- 
treasurer, and other top management positions. 
This is understandable as most of the responsible 
positions in business enterprises require some 
knowledge of accounting and financial matters in 
addition to the ability of mastering a job, winning 
friends and influencing people. 

(c) To enter the Government service—such as in taxa- 
tion and other administrative divisions where know- 
ledge and training in accounting, auditing and fi- 
ance is of benefit. 

Work of a Practising Chartered Accountant 

In early days the work of a chartered accountant con- 
sisted mainly of checking the accuracy of the accounts, by 
doing a lot of additions and postings and making detailed 
examination of vouchers and other data in support of the 
bookkeeping entries: his work might be said to have been 
pretty well confined to the following definition of an audi- 
tor’s duties which Dicksee stated in his first edition, namely, 

The detection of fraud; 

The detection of technical errors; 

The detection of errors of principle; 
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and the auditors’ report on the result of their audit or 
examination generally read—“audited and found correct” 
or “verified and found correct”. 

In the early 1900’s it became apparent that bankers and 
the business world generally, expected that auditors would 
express an independent opinion as to the accuracy or other- 
wise of the balance sheets upon which they reported, and 
a change in the character of audits began to develop. 
A number of progressive independent accountants in this 
early period also realized they must express their opinion 
on such matters in order to discharge properly their respon- 
sibilities. Since that time, and particularly over the last 
quarter century, the technique employed by practising 
chartered accountants has gradually changed; the old pro- 
cedure of routine checking of details has now been replaced 
by a more intelligent examination comprising general in- 
quiry into the system of accounting in force, the effective- 
ness and efficiency of the internal check arrangements 
and/or internal audit, tests and sampling of the transac- 
tions supplementary to the foregoing examinations and the 
verification of the financial position at particular dates and 
of the operating results for a period. Throughout this 
procedure it cannot be stressed too much that if suspicions 
are aroused the auditor must conduct an exhaustive investi- 
gation on such matters so that he may be entirely satisfied 
on completion of his examination. Such technique or pro- 
cedure seems to me the proper and intelligent type of exam- 
ination: an audit might be defined as “A skilled examination 
of records directed to a special and well-understood end, 
demanded by the circumstances of the particular case.” 
Furthermore, an audit or verification of the results of a 
company’s operations and the accuracy of its accounts by 
means of tests is justified, as the practice of forming an 
opinion regarding the “whole” by methods of testing or 
assaying samples is a well recognized principle of business. 

In carrying out his work, an auditor must always re- 
member his particular duty or responsibility, which may be 
expressed as follows: 


First, he must be honest—that is he must not report what he 
does not believe to be true; and 

He must take reasonable care and skill and use good judg- 
ment and the benefit of his training before he believes that which 
he reports is true; of course, what is reasonable care must de- 
pend upon the circumstances of any particular case. 
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In addition to auditing and accounting examinations, a 
practising chartered accountant nowadays is offered a wide 
variety of work dealing with matters relating to finance, 
accounting and business and presentation of financial in- 
formation to the public. Tremendous impetus was added 
to the growth of the profession through taxation legislation 
enacted throughout the period from 1917 to date and prac- 
tising chartered accountants are called upon to deal with 
and consult upon many complicated accounting and related 
features in the field of taxation. 

Over a period of years the public in general, and large 
organizations in particular, realized that in addition to per- 
forming audit functions and perhaps solving some difficult 
taxation problems, experienced chartered accountants were 
qualified to undertake other important functions. (One 
might say that with this discovery or enlightenment, the 
profession of accounting had arrived.) 

Since the late 1920’s the practising chartered accountant 
has been called upon extensively to deal with many complex 
problems regarding intricate corporate financing, reorgani- 
zations, mergers and consolidations, etc. 

In the 1930’s many governmental regulations and agen- 
cies relating to accounting and finance developed, one of 
which in the United States is the well-known Securities and 
Exchange Commission. I believe in. some quarters a mis- 
taken view is held that many improvements in audit and 
accounting procedures and technique were initiated and 
forced upon the business world by such agencies. This is 
true only in part, and while such agencies helped the pro- 
gress of the profession of the independent accountants, a 
very great deal of the improvement and progress to modern 
techniques and procedure developed from within the orga- 
nized profession. 

Today I believe there is a general recognition that a 
practising chartered accountant is not an appraiser or guar- 
antor of financial statements upon which he reports. I 
believe that generally there is an understanding that a 
practising chartered accountant of experience is essential 
because, among other things, he offers competent advice and 
opinions from an independent point of view. Further, just 
as gentlemen in your profession, comptrollers and account- 
ants in business have gradually assumed a more important 
position in management and the affairs of businesses, chart- 
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ered accountants have been called upon more and more 
over the past years for advice and consultation by owners 
and management of business and also by government. 


What is Expected of a Practising Chartered Accountant 


Recently I was interested in reading an address given 
by Mr. John Haskell, a vice-president of the New York 
Stock Exchange, in 1939 to a meeting of the American In- 
stitute of Accountants, in which he outlined in broad terms, 
as a representative of that Exchange, what it believed the 
investor had a right to expect of the independent account- 
ant. First he mentioned a few things which the Exchange 
believes should not be expected, namely, that the auditor 
should not be expected to make a detailed verification of 
all transactions of listed companies; that he should not be 
expected to be a superman, and from his examination of 
the books and tests made, catch every minor defalcation 
that may have been committed; that he was not expected 
to qualify as a general appraiser or valuation expert in con- 
nection with all matters incidental to the presentation of 
financial information reported upon. 

Some of the things suggested as being expected were— 
that the independent public accountant should be indepen- 
dent in fact as well as in name, should have wide profes- 
sional experience, competence and a detached, unbiased 
viewpoint: professional honesty and the highest personal in- 
tegrity should be demanded of him; he should not permit the 
use of his name in a report on which the public may rely 
if any restriction were imposed upon his freedom of access 
to any records or information he considered necessary in 
order to express his professional opinion that the state- 
ments reported upon presented fairly the position and re- 
sults shown therein: he should make an audit study to sat- 
isfy himself of the adequacy and effectiveness of the com- 
pany’s system of internal controls, and make such test 
checks, sampling and observation and go beyond books of 
record to satisfy himself of their conformity with the facts: 
he should apply sound judgment upon the results of his re- 
view of the various phases of a company’s business: he 
should assume great responsibility as to the accounting 
judgments and principles which govern the results reflected 
in the financial statements: he should set forth an opinion 
upon which he is willing to stake his professional reputa- 
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tion—although the auditor’s report should not be expected 
to guarantee the financial statements; he should give re- 
ports in as clear, concise and illuminating a fashion as his 
professional ability could make them, and make clear dis- 
tinction between statements and phrases included as ex- 
planatory data and exceptions to the data shown in the 
statements or to methods used in their preparation with 
which he was not in full accord. 

No doubt, in the minds of many individuals, there should 
be other things which might have been included in the 
above, but I believe the foregoing is a broad or general out- 
line of what should be expected of the practising chartered 
accountant in connection particularly with his duties in re- 
gard to his examination of the affairs of public companies. 

What Should a Practising Chartered Accountant 
Expect of Business 

The primary responsibility for the accuracy of the rec- 
ords upon which all reports are based lies with manage- 
ment. The accountant should expect that management 
will operate a sound and practical system of accounting and 
related procedures, and institute proper internal controls 
and internal audit in an effective and efficient manner. Such 
controls and systems of internal audit, etc., are likely more 
effective in uncovering minor frauds and defalcations, es- 
pecially when continuously applied, by an effective internal 
audit division and/or a comptroller operating independently 
of other officers, than the less frequent examination by 
the outside independent auditor. Nevertheless the latter 
examination with its additional check, if only periodic and 
less detailed, derives great value from the independence and 
accumulated practical professional experience of the prac- 
tising chartered accountant. 

Furthermore, an independent accountant should expect 
that management will endeavour to present accounts of its 
stewardship in such a manner as to give the fullest picture 
of each year’s activities and the state of the company’s fi- 
nancial affairs, after familiarizing itself with the trend of 
financial thought and the most advanced accounting prac- 
tices. 

There are, no doubt, more matters to which I might re- 
fer under this heading but time will not permit. Perhaps 
we shall touch upon some of them in the ensuing discussion 
period. 
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Quebec Institute 


Address of the Retiring President of the Institute of 
Chartered Accountants, Mr. Frank E. H. Gates, C.A., to the 
Members at the Annual Meeting held Thursday, 
June 26th, 1947 


~~ EVENTS of the past year have already been reported 
to you but there are one or two matters upon which 
I would like to comment. 

A year ago our new Charter had just been enacted and 
steps were being taken to implement its provisions leading 
to the closing of the profession of Public Accountancy in 
the Province. Since then substantial progress has been 
made towards completing the first stage of this work, name- 
ly, determining those who are permitted to practice as 
public accountants under the provisions of the Charter. It 
should be possible to complete this stage by September or 
October of this year. It will then be necessary to embark 
upon the second stage, namely, dealing with any unauthor- 
ized persons who may be practising as public accountants 
or with other infractions of the provisions of the Charter. 

It seems to me that since the Institute is responsible 
for regulating the practice of public accountancy in the 
Province, it is desirable that the public should be more fully 
informed regarding the duties and responsibilities of prac- 
tising accountants and particularly of our ‘members and 
of the services which they are capable of rendering to the 
community. To this end the outgoing council has recom- 
mended to the incoming council that a committee be ap- 
pointed to study and put into effect a public relations 
programme. 

In vacating my present office I carry with me a very 
high regard for the officers, members of council and mem- 
bers of boards and committees with whom I have been asso- 
ciated. I therefore wish to express my sincere thanks to 
them, to Mrs. Dixon and her assistants and to the members 
at large for the excellent support which they have given 
me during my term of office. 

In congratulating the incoming members of council who 
have been elected by the members I would remind them 
that while being a member of council involves a consider- 
able amount of work under existing conditions there is a 
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great deal of satisfaction to be gained from coping with the 
problems which arise and from the opportunities which it 
affords to serve the best interests of the profession. 

As for the incoming officers they have all had a great 
deal of experience in Institute matters. In particular—Mr. 
John Valiquette—Secretary and Treasurer. 

During his previous term as member of council he was 
chairman of the correspondence course committee and initi- 
ated the correspondence course and also served on the 
special committee which dealt with Bill 201 during the 
1946 session of the Quebec Legislature. 

Mr. C. N. Knowles—Second Vice-President, has been 
very active in matters pertaining to the Institute for many 
years and is fully conversant with the various administra- 
tive problems. During the past year in his capacity as 
Secretary and Treasurer he revised and improved the In- 
stitute’s accounting system so that we now have a set of 
accounts which we can be proud of. 


Mr. T. V. Burke—First Vice-President, has been actively 
interested in the Institute’s affairs over a long period and 
has acted as chairman of the legislation committee on more 
than one occasion. During the past year he was chairman 
ef the committee which made all the necessary arrange- 
ments in connection with the annual meeting of the Domin- 
ion Association and which was very largely responsible for 
the success of the various functions. 


Mr. Emile Beauvais our new President is very well 
known to all of our members because although he lives in 
Quebec he spends a considerable amount of time in Montreal 
usually on business connected with the Institute. In addi- 
tion to his local activities he is the chairman of the Domin- 
ion Legislation Committee which has been particularly 
active during the past year and has submitted a number of 
recommendations to the Dominion Government. With this 
experience and his never failing courtesy, tact and sound 
judgment he is well equipped to guide the destinies of the 
Institute. 

All this adds up to a very competent team and the In- 
stitute is indeed fortunate in obtaining the services of men 
of this calibre to devote their time and energy to this work, 
but they will need the support of all the members and I 
know they can count upon it. 
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Provincial News 


Manitoba 


The members of The Institute of Chartered Accountants 
of Manitoba held their sixty-first annual meeting at the 
Motor Country Club, Lower Fort Garry, on Wednesday, 
25th June, when the annual report and accounts were sub- 
mitted. 

In recognition of their long and valuable services to the 
Institute the honour of Fellowship was conferred upon 
Messrs. F. Johnson and J. Gray Mundie. High tribute was 
paid to these two gentlemen by Mr. W. D. Love and Mr. 
William Gray. Mr. Frederick Johnson has been a member 
of the Council for sixteen years and was President for the 
two years 1940-1942. Mr. Mundie has served on the Council 
for nineteen years and was President for the two years 
1934-36. Both members have been unremitting in their 
labours on behalf of the Institute, and particularly in their 
work with the students. 

Members elected to serve on the Council for the two 
year term ending May 1949 are: Messrs. Frederick Johnson, 
Stanley B. Laing, Carleton W. Lynde, Walter J. Macdonald, 
Thomas D. Poyntz, J. S. Swinden, and E. J. Williams. 

At a meeting of the Council following the annual meet- 
ing the following officers were elected: President, Mr. J. S. 
Swinden, Vice-President, Mr. Stanley B. Laing, Secretary- 
Treasurer, Mr. William Young. 

At the close of the meeting the members adjourned for 
luncheon when Mr. John Parton presented the prizes and 
medals to the successful candidates at the recent examina- 
tions and Mr. Lynde presented the certificates of fellow- 
ship to Messrs. Frederick Johnson and J. Gray Mundie. 


Nova Scotia 

The 47th annual meeting of the Institute of Chartered 
Accountants of Nova Scotia was held at the Lord Nelson 
Hotel on the evening of 16th June 1947. Prior to the busi- 
ness meeting, the members were guests of the Institute at 
a dinner. 

The meeting was under the chairmanship of Mr. A. I. 
Barrow, President of the Institute for the past year. The 
President’s report, and the report of the various committee 
chairmen were presented to the meeting and adopted. 
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Diplomas were presented to Messrs. John A. Conway, 
George A. Finlay, Spencer S. MacIntosh and Hugh E. Spen- 
cer, who successfully passed the 1946 examinations. 

The following Officers and council were elected for the 
ensuing year,—President, E. M. Davison; Vice-President, 
H. A. Renouf; Council—R. I. Balcom, T. H. Johnson, G. E. 
Martin, W. A. Morrell, F. A. Nightingale, F. L. Silver, G. 
L. MacKinnon, W. Wood and D. F. Archibald. In addition 
to the above, the council includes the immediate Past Presi- 
dent, A. I. Barrow and the immediate Past Secretary- 
Treasurer, L. E. Peverill. At the first meeting of the newly 
elected council L. E. Peverill was elected Secretary-Treasur- 
er of the Institute. 

Messrs. E. M. Davison and J. C. Nicoll were appointed 
as this Institute’s members of the Dominion Council. 


Prince Edward Island 


The annual meeting of the Institute of Chartered Ac- 
countants of Prince Edward Island was held June 20th at 
the Queen Hotel, Charlottetown, preceded by the president’s 
dinner given by the retiring president, N. W. Higgins. The 
meeting showed one of the most successful years in the 
Institute’s history. With its largest membership to date 
the Prince Edward Island Institute now has a total of 23 
practising the profession full or part time in the province. 

Officers elected for the coming year are: Brenick M. 
Sears, president; Randolph W. Manning, vice-president; T. 
Earle Hickey, secretary-treasurer. Council members are 
Neil W. Higgins, William E. Massey, and William A. Mor- 
rell. 

Mr. Massey was presented with a certificate of Fellow- 
ship in the Institute, which he was awarded last year for 
conspicuous service to the Association and to the account- 
ing profession. 

Messrs. Morrell and Manning were appointed delegates 
to the Dominion Association Convention in Vancouver in 
September, with Mr. Morrell representing the Maritime 
region on the Dominion Council. 

Three new students were accepted for the course of 
study and apprenticeship for the Chartered Accountant’s 
degree, Ralph R. Carr and Harold A. Forsythe, Charlotte- 
town, and W. Albert Robertson, Summerside. 
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Quebec 

The sixty-sixth annual meeting of the Institute of 
Chartered Accountants of Quebec was held in Exchange 
Hall of the Montreal Board of Trade, on Thursday morn- 
ing, 26th June. The address of Mr. Frank E. H. Gates, the 
retiring President, appears elsewhere in this issue. 

The following are the Officers and Members of Council 
for the year 1947-48: President: A.-Emile Beauvais; First 
Vice-President: T. V. Burke; Second Vice-President: C. N. 
Knowles; Honorary Secretary-Treasurer: Jean Valiquette; 
Immediate Past President: Frank E. H. Gates; Members 
of Council for two years: Philip Godfrey, Victor Houghton, 
J. G. Hutchison, J. E. Maheu and John M. Trainor; Members 
of Council for one year: K. G. Blackader, Rosaire Courtois, 
A. W. Hamilton, G. P. Keeping, and A. J. M. Petrie. 

The report of the President and Council was presented 
to the meeting and adopted. 


Ontario 
At the 64th annual meeting of the Institute of Chartered 
Accountants of Ontario held on June 27th the following 


were elected members of the Council for the ensuing year: 
B. A. Armstrong, W. C. Benson, K. L. Carter, H. E. Crate, 
J. G. Glassco, H. Glover, H. P. Herington, G. M. Morrison, 
D. J. Sales, G. W. Smith, W. A. Staples, R. B. Taylor, R. S. 
Watson, D. F. Wilson, J. A. Wilson. 

The officers chosen by the Council were the following: 
President, K. L. Carter; lst Vice-President, J. G. Glassco; 
2nd Vice-President, H. Glover; Secretary, B. A. Armstrong; 
Treasurer, G. W. Smith. 

Instead of the usual golf tournament and dance a lun- 
cheon was held, and it is planned to hold a dance early in 
the fall. 
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What About Prices? é 
me 
( By Courtland Elliott, C.B.E. 


. present pattern of business behaviour is not unusual. 

In some respects it is paralleled by the experience dur- 
ing and after World War I. In that period, despite inter- 
ruptions, prices rose far and fast before they began to 
crash in May, 1920) Between the pre-war level of 1913 and 
the peak in May, 1920, wholesale prices rose 156.7% 
manufactured prices 149.3% and farm products 187.4%. 
By 1926, after the recession of the early 1920’s, wartime 
maladjustments had pretty well ironed themselves out and 
the general price level was fairly well stabilized at about 
50% above the pre-war range. 

Because of rigid and well-administered price control, 
rising prices after World War II have been more of a de- 
layed phenomenon and the scope of the rise has been 
much more moderate.) On the whole, prices have risen 
from 1939 to the lateSt reported date in February, 1947, 
only about one-third as much as in the earlier period. In- 
stead of 156.7% increase in wholesale prices it has 
amounted to 56.6%. The rise in manufactured goods has 
been 41.8% instead of 149.3% and in farm product it has 
been 79.0% instead of 187.4%. 

It has always been a truism that what goes up must 
come down. It should be a matter of satisfaction to all of 
us who are interested in business stability that wartime 
price controls have restrained a really disturbing inflation 
during the period of most acute scarcities. So far, we have 
avoided a thoroughly unhealthy price boom which can bring 
nothing but trouble in its wake. 

The very success of prices administration in wartime, 
however, may have lulled us into a false sense of security 
against inflationary pressures., It is also clear that price 
control in peace time is not merely a simple process of com- 
manding prices to roll back in the fashion of King Canute. 
There is every probability that, as a trading nation, we 
shall be compelled to rely upon competitive processes to 
regulate the price mechanism and that at a time when only 
an unprecedented volume of production and‘ sales is re- 


An address to the Advertising and Sales Executive Club of Mont- 
real, on 28th April, 1947. 
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quired to meet the present high break-even points of in- 
dustry. : 

\We shall do well, therefore, to be vigilant in these mat- 
ters because it is not yet inconceivable—despite present sus- 
picions about the coming buyers’ arket—tthat deferred 
needs are of such a magnitude that, after a period of un- 
settlement, buying demand might reassert itself in an acute 
form. ; 

The scarcities of wartime came on top of ten years of 
depression when only minimum needs were filled/ There is, 
therefore, a very large replacement and deferred demand 
which was not satisfied in the 1930’s and could not be satis- 
fied in wartime and which has yet to express itself pro- 
vided, of course, that prices are in tune with effective pur- 
chasing power. 

The extent to which our productive resources were 
channeled into meeting the direct war needs and the extent 
to which civilian needs were postponed are emphasized by 
acomparison. World War I never required the use of more 
than 15% of our productive resources. In other words, 
85% of our capacity could be devoted to meeting ordinary 
peacetime needs. And yet, as I have already mentioned, 
prices more than doubled because of the absence of con- 
trols. In World War II as much as 50% of our expanded 
productive resources were devoted to the prosecution of 
the war, backed up by administrative restrictions, rationing 
and controls of the first magnitude. 

\ It is this combination of deferred needs accumulated 
in depression and scarcities sustained in wartime together 
with government-supported exports that have initiated the 
extraordinary boom conditions we have been experiencing. } 

/ It is clear, I think, that there is enough active and latent 
demand for goods and services to support a high level of 
activity for a long period ahead) provided always that ris- 
ing prices such as we experienced in 1920 and 1921 do not 
snuff out the demand. If your prices are right you can 
continue to budget for unprecedented sales quotas. In a 
word, I am emphasizing to you that today there is not only 
a huge demand but a demand that, unlike the depression 
1930’s, is willing to express itself in actual purchases at 


reasonable prices. 
I would be thoroughly surprised if we ever return to 
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pre-war prices, cost of living and incomes.) There are pain- 
ful readjustments involved in settling on a new plateau— 
readjustments such as most of us are experiencing in main- 
taining the standard of living in our own households— 
but in contemplating future business conditions never let 
us underestimate the scope, magnitude and persistence of 
present demand. Those prophets of gloom who now fore- 
cast depression are, I think, guilty of this error. They 
can be right for a short readjustment period during which 
the public may postpone some purchases but they can only 
be right in the long run if effective foreign demand for our 
products lapses and/or rising prices significantly curtail 
purchases at home. 

Those are the keys to the next depression. We can 
easily open the door to the next depression by pricing our- 
selves out of the market, by exhausting the savings and in- 
comes of our customers. Unlike the situation in 1920, how- 
ever, we face the first test of this post-war era without the 
swollen inventories and inflated bank credit that made re- 
cession inevitable. There are elements of immense strength 
in the Canadian business situation today but they can 
easily be undermined. 

{Not only is there an immense demand at reasonable 
prices but there have been some significant changes in our 
capacity to produce, particularly in manufacturing.) I do 
not have entirely up-to-date figures but since 1939 F would 
estimate that the number of factories in Canada has in- 
creased by 25%. They have grown larger with more than 
twice the capital invested and twice the wage-earners em- 
ployed. The total of salaries and wages is nearly trebled 
and the value of production has paralleled this rise. 

These changes in a few years are startling and astonish- 
ing in a relatively small country like Canada. They reveal 
part of the impact of war upon our economy and the faith 
of management in the destiny of business. But they also 
raise questions as to job security and the earning of the 
overhead involved in the operation of this vast and intricate 
manufacturing establishment. They impose an obligation, 
too, on hundreds of thousands of shareholders of high and 
low estate not to be diverted by the unrealistic blandish- 
ments of business baiters but to support the policies that 
will permit the business mechanism to function for the 
benefit of all. 
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. We now have an immense industrial plant. We can be 
quite sure it will not function if material, labour and tax 
costs become permanently unbalanced in relation to selling 
prices}, 

In any business structure one of the principal elements 
responsible for prosperity is the capital investment in 
physical durable assets such as plant, buildings, machinery 
and so forth. Notwithstanding the enlarged industrial ca- 
pacity that we have already achieved, the confidence of 
management in the future of business is best expressed by 
their present investment intentions. According to a re- 
cent survey of the Department of Reconstruction and Sup- 
ply, the previous highest level of such investment was in 
1929, when $1.1 billions were invested in physical assets. 
By 1933, expenditures of this type had declined to $218 
millions. They then turned upward, reaching $632 mil- 
lions in 1937 and approximately $500 millions in 1939. 
For 1945, investment in durable physical assets amounted 
to $742 millions and the estimated amount for 1946 was 
$1,135 millions. The forecast for 1947 is $1,739 millions, 
or more than $130 per capita of our population—a new 
high figure which evidences the confidence of business that 
new and better plants can find outlets for fabricated pro- 
ducts in the consuming markets at home and abroad. It 
may well be that the whole of the 50% increase in invest- 
ment intentions for 1947 as compared with both 1929 and 
1946 may not be achieved but there is clear evidence of a 
healthy optimism about economic developments in the fu- 
ture on the part of business enterprise. The invitation to 
private enterprise to provide stable and high employment 
about which we heard so much at the war’s end has ob- 
viously been accepted. 

In staid statistical terms, I have been unfolding for you 
the foundations and the background of a glorious opportun- 
ity and challenge for men such as yourselves who are on 
the firing line of business. Never in the history of Canada 
have the owners and management of business manifested 
such confidence in the future as at the present time when 
they are planning the investment of unprecedented sums in 
construction and equipment. Never have so many dollars 
been burning so many holes in so many consumers’ pockets. 
Never have we been so well equipped in terms of industrial 
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plant to meet those needs. Do you wonder, then, that I 
am driven to term the present time a superlative con- 
juncture of circumstances embodying both an opportunity 
and a challenge to the best that there is in merchandising 
and sales effort? 

But there is a fly in the ointment. It is not to be found 
in the dwindling of outside capital investment that brought 
depression in 1913. It is not in the overpriced inventories, 
financed by bank credit, that produced the slump in 1920. 
It is not in the excessive speculation of 1929 and it is not 
in the pump-priming and ill-advised government interven- 
tion of 1937 that we are now exposed to danger. It is to 
be found in rising prices which constitute the gravest men- 
ace to our continued prosperity. 

It is obvious from what I have said that (’ I am fully 
conscious of the explosive and inflationary possibilities in- 
herent in the present period of intense demand and ade- 
quate purchasing power.) We are not yet out of the 
sellers’ market, but, as I said earlier, the present pattern 
of business behaviour is not unusual. The warning of a 
quarter of a century ago when business collapsed almost 
overnight because of rising prices must not go unheeded. 
What I want to make clear is that, in spite of the relatively 
moderate rise in prices and the cost of living as compared 
with World War I, I am not here to defend the present 
level of prices or to attribute blame for the rise. I want 
to associate myself with every intelligent effort to restrain 
the rise and I even go so far as to suggest that before the 
Prices Board terminates its functions its unique talents 
should be devoted to an inquiry and explanation of the 
present situation before it makes further headway. All 
history proves we cannot be too forehanded in blocking a 
vicious spiral of inflation. 

One can point the perils of rising prices in times like 
the present, however, without necessarily naming corporate 
business as the scapegoat as so many who have discussed 
the subject recently are doing.) To the extent that any 
business is following the archaic practice of charging all 
the traffic will bear and of attempting to achieve high vol- 
ume at high prices there are grounds not only for con- 
demnation but for astonishment. It is evidence of an utter 
lack of social responsibility and all history shows that it is 
poor business. 
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Just as the housewife will find on examination that a 
good part of the high cost of living is outside the area of 
industrially administered prices—principally, for example, 
in foodstuffs—so the industrialist can point out increases in 
the principal elements of his direct and indirect costs which 
must be embodied in prices. 

/ Fundamental to the explanation of the rise has been 
the acute demand in recent years when civilian production 
has been distorted for one reason or another.) More real- 
istic to most business men, however, in explaining rising 
prices have been the increases in raw material costs orig- 
inating in part out of removal of subsidies and in part out 
of rising prices of imports from abroad. In brief, some 
of the prices increase has been beyond the control of busi- 
hess and it is noticeable that natural products always rise 
and fall more in price than industrial products. 

Similarily new elements of wage increases, variations 
in productivity and interruptions to straight line produc- 
tion have plagued the industrialist and have found more or 
less inflexible reflection in his costs. And there is, of 
course, the ever-present element of tax costs. 

All of these factors, of course, are familiar in an in- 
flation spiral but they leave the business man—whether he 
is a manufacturer or a distributor — perplexed that he 
should be singled out alone in the economic organization 
as a culprit and as the sole agent to arrest the trend. The 
responsibilities of government, labour, agriculture and 
other economic factors should be equally assessed. 

' What probably singles out business for censure is that 
many businesses publish annual balance sheets and profit 
and loss accounts. These statements by and large have 
been highly satisfactory to shareholders for 1946. ) 

Based on the first 103 reports of comparable Canadian 
companies for the year ended December 31, 1946, or there- 
after, working capital or the liquid net resources increased 
by $36 millions from $715 millions in 1945 to $751 millions 
or 5%. Having regard to the high level of business ac- 
tivity, the present scale of costs and the volume of capital 
expenditures now contemplated, this increase of the work- 
ing fund can hardly be regarded as extraordinary. 

In the same period operating profits before interest, 
depreciation, taxes and miscellaneous charges increased by 
$52 millions from $412 millions to $464 millions or 12%. 
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In view of the enlarged plant and the high volume of 
production from which this profit was derived it would be 
hasty to conclude that the increase is wholly due to larger 
margins and mark-ups rather than to managerial and la- 
bour efficiencies. 

. Net profits after all charges increased by $87 millions 
from $140 millions to $227 millions or 61%. This is the 
figure that the business baiters are most fond of because it 
invites some very natural inquiries. 

Consumers ask, “What would happen if these profits 
were reduced and translated into lower prices?” 

Labour asks, “Why don’t we get a larger share of these 
profits through increased wages?” 

Politicians ask, “Isn’t there some way we can tax these 
profits so that we can spend more?” 

I think these are all legitimate questions and there is no 
reason why straightforward and honest answers cannot be 
given. This is not the time for an exhaustive analysis of 
profits or the profit motive but a few salient facts can give 
us — a more balanced point of view. 

rofits are neither figures in an auditor’s statement nor 
the cash hoardings of a sinister capitalist. They are the 
funds available, for distribution to shareholders or for use 
in the business) They are not idle dollars lying languidly 
in someone’s pocket. They are active dollars being used in 
the purchase of goods and services, in the renewal, expans- 
ion or maintenance of plant, in ensuring a growing list of 
jobs. | Only when profits fade do jobs grow scarce. } 

Most of the current controversies are related more to 
the use of profits than to their size. In a word are the 
funds represented by profits more socially useful in the 
hands of consumers, labour or government than they are 
in the hands of industrialists or shareholders? 

As far as this question is related to prices it should be 
made clear that net profits in the aggregate are a relatively 
small residual of business turnover and I doubt whether 
any dollars in our economy are more effectively employed. 

In high turnover lines such as foodstuffs they are fre- 
quently a fraction of a cent a pound or a foot or whatever 
the unit of measurement may be. Proper perspective de- 
mands that the distressed housewife realize that price relief 
cannot be substantial if dollar profits are reduced or even 
abolished. 
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In most cases they are a relatively small percentage of 
sales value or even of wage payments. To translate them 
into higher incomes would offer no appreciable general 
relief. Such action merely introduces additional inflexi- 
bility into the cost structure on which prices are based. 

It may well seem to you at this point that, like a dole- 
ful economist, I can see no light through the darkness. I 
admit concern at the rise in prices. I am reconciled to the 
view that we shall probably not again see the pre-war level 
of prices. I am perplexed that business, alone of all the 
partners of production, should be singled out as the scape- 
goat of inflation. I am not convinced that he alone can 
arrest the trend. 

Nevertheless, the high level of profits in 1946 poses a 
problem for enlightened business men, It may well be 
that the profits now being realized merely represent the 
restoration of a reasonable return on capital after years 
of heavy excess profits taxes. It may well be that their 
use in new purchases of goods and services is most socially 
desirable in that they provide jobs throughout the land. 
It may well be that their reduction can bring no certain 
economic or human benefits and might in fact be harmful. 
Notwithstanding all these claims, corporate business is a 
vehicle of the enterprise system now under attack. It will 
be well for business to ponder over the implications—un- 
fair though they may be—of high profits in a time of high 
prices. It is equally important for business to consider 
whether present tendencies in costs and prices are per- 
ceptibly throttling the goose that lays the golden eggs. 

What we need today is perspective as to the causes of 
our situation, more light and less heat, and a conscious 
effort on the part of all productive and distributive factors 
to discourage charging what present traffic will bear in 
order to achieve the sure road to continued prosperity 
through high volume and low prices. Do not think me 
presumptuous if I warn you, as responsible sales executives, 
that inventory windfalls will ultimately be only a snare 
and a delusion. The opportunity for your well-being and 
for your customers’ well-being was never greater in this 
country. There is ample scope for sales effort but the 
challenge of rising prices must be met by all of us who 
have to do with business. They are our Achilles’ heel. 
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Comments on Current Practice 


By Clem L. King, C.A., 
Secretary and Director of Research 
The Dominion Association of Chartered Accountants 


EpiTor’s Note: From time to time it is our intention to publish 
notes prepared by Clem L. King, C.A., in his capacity as Director of 
Research of the Dominion Association of Chartered Accountants, on 
various matters arousing his interest as he carries on his work. The 
logical outcome of these duties over a lengthy period will be the 
issuance of pronouncements by the Accounting and Auditing Research 
Committee. Before this final stage is reached, however, it would seem 
useful to throw open Mr. King’s thoughts for public review. It is 
emphasized that these notes are not to be considered as pronounce- 
ments or official releases of the Association or of a Committee of the 
Association. Mr. King hopes that these periodic, and perhaps spas- 
modic, invitations will be accepted by many readers and that they will 
put forward their views as informally as he has put forward his. The 
replies received will not necessarily be published and in any event 
no reply will be published without preliminary discussion with the 
writer. 


THE CASH SURRENDER VALUE OF LIFE INSURANCE 


A® ACCOUNTANT’S lot is sometimes not a happy one. 
Periodically a small problem arises which seems to be 
designed merely to plague him. Such a problem is the 
question of the location of the cash surrender value of life 
insurance in relation to the other items appearing on the 
balance sheet. 

This item appeared on 20 of the balance sheets out of a 
sample group of 100 taken from the statements issued by 
public companies during the last six months. On 14 of 
the statements, the amount was included in the current 
assets and constituted anything from 1/10 of 1% to 10% 
of the total current assets. On six of these statements, 
the amount was included with investments or other assets. 


The commonly accepted definition of current assets is 
“cash and other assets which in the regular course of busi- 
ness will be reconverted into cash within one year”. Bul- 
letin No. 1, Standards of Disclosure, of the Committee on 
Accounting and Auditing Research states that “The total 
current assets should .... include only assets ordinarily 
realizable within a year.” In other words a current asset 
is cash, or if not cash, must be capable of ready conversion 
into cash; the conversion must be a part of the regular 
and ordinary operations of the business and must take place 


AvuGustT, 1947 93 





THE CANADIAN CHARTERED ACCOUNTANT 


in the relatively near future. An item which does not have 
all three essentials does not qualify as a current asset and 
should not be included in that section of the balance sheet. 

Most of the assets of a concern are capable of conversion 
into cash, however the conversion of fixed assets is normally 
a process extending over a considerable period of time. 
Even though such assets have a ready sale at any time, for 
that reason alone they cannot be classed as current assets. 

The most significant factor in the determination of the 
classification of assets is that of the intention of the man- 
agement. In the case of items which under other circum- 
stances might be classed as current assets, but which are 
held by the management for some purpose other than the 
temporary investment of surplus working capital, the in- 
tention of the management determines their classification. 

Surplus working capital is often invested in securities in 
order to secure some revenue therefrom. Such securities 
must have a relatively high degree of price stability, be 
readily marketable, and purchased for holding for a rela- 
tively short period. Investments which meet the first two 
conditions, but are to be held for a considerable period, may 
be classed as current assets provided there is no restriction 
as to their use. During the war years many firms invested 
in Victory Bonds and classed such investments as current 
assets, even though they realized they would be held for 
some time. This treatment was in order since it was the 
intention of the management to reconvert them into cash 
as the need arose. 

Life insurance on the lives of officers on the other hand 
is taken out in order to provide funds which will help carry 
the concern over the reorganization period following the 
event of their death. In most instances the particular of- 
ficials are individually responsible for much of the orga- 
nization’s prosperity and their deaths are expected to result 
in a diminution of income. It is to offset this probable loss 
that the life insurance is secured. 

While the recording of the cash surrender value of life 
insurance partially offsets the purpose for which it was pro- 
vided, it is accepted and sound accounting practice, since 
such amount is an actual asset of the concern. 

Bulletin No. 1 of the Accounting and Auditing Research 
Committee emphasizes the point that the intention of man- 
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agement is often the factor determining whether or not 
an item should be regarded as a current asset, as will be 
seen from the following extracts from the Bulletin: “Mar- 
ketable Securities — These should include only securities 
which are capable of reasonably prompt liquidation within 
the present plans of the company ... .” and “Investments 
which are not readily realizable either as a result of mar- 
ket conditions or business policy should not be included 
in current assets.” While the asset, cash surrender value, 
is one which can be reconverted into cash quite readily and 
is not subject to market fluctuations, it cannot be said that 
it is the intention of the management so to do. 

The cash surrender value of life insurance should be 
shown either under the heading of “Investments” or some 
other appropriate title, and not as a current asset since life 
insurance premiums cannot be regarded as anything else 
but payments in respect of a long term investment. True, 
such investment can be used to provide cash in circum- 
stances of necessity but this possibility does not alter the 
fact that it is primarily a long term investment in protec- 
tion. 
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The Economic Crisis in Britain 
By J. R. Petrie 


a critical economic position of Great Britain should 
be the cause of great concern to all Canadians because 
of the grave implications for the Canadian economy. Our 
continued prosperity depends in large measure upon 
whether Britain succeeds in solving her problems within 
the framework of multilateral trading arrangements. 

It cannot be repeated too often that Canada’s national 
income and level of employment are in large part derived 
from British income and employment. Britain is the key 
market for many of Canada’s basic industries. Canadian 
wheat and many other farm products, lumber and fish must 
be marketed in Britain if those industries are to remain 
prosperous. Our traditional position of using the surplus 
derived from trade with Britain to meet the deficit on our 
trade with the United States would be shattered were Bri- 
tain forced to withdraw into a sterling bloc. We should 
then in our turn experience a repetition of the British sit- 
uation here in Canada—a desperate shortage of American 
exchange. Indeed, we are already in a serious situation as 
far as our balance of payments are concerned. We are now 
running an annual trade deficit of half a billion dollars 
or more, and without corrective measures we shall be faced 
with a serious crisis within a few months. We are running 
up an increasing surplus of imports from the United States, 
for which we pay cash, while our export surplus brings us 
only non-convertible promises to pay in the distant and 
perhaps doubtful future. 

There is need for remedial action now if world-wide 
economic collapse is to be averted. We must try to under- 
stand the problem and to meet it with courage, shedding 
the complacency that seems to have settled over the North 
American people since the end of the war. 

One thing that must be avoided is blind faith that Bri- 
tain, because she is Britain, will muddle through. Mud- 
dling will not solve this crisis any more than it could have 
won the war. On the other hand, the fairly widespread 
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opinion on this side of the Atlantic (some of it official) that 
Britain is finished, that her problems are insurmountable, 
that she will collapse and sink into the position of a minor 
power, is either wishful thinking or sheer defeatism. It 
is important to understand the nature and extent of the 
problem and to determine what course of action should be 
followed. 

Never in her history has Britain been faced with an 
economic crisis of such magnitude. The backwash from 
World War I, serious as it was, did not compare in inten- 
sity and extent with this one While it must be conceded 
that Britain’s collapse is possible—perhaps probable under 
certain conditions—it would be a serious mistake to write 
her off too casually. A people who could start planning the 
invasion of France while their Army was being evacuated 
from Dunkerque must not be underestimated. 

The gravity of the situation has been made abundantly 
clear by the British Government in two White Papers issued 
in January and February of this year. It is admitted that 
“the position of Great Britain is extremely serious,” and 
stated badly that “unless there is more output per man- 
hour, we may never restore the foundation of our national 
life.” 

As examples of forthright and courageous announce- 
ments, these documents may well be considered on the same 
level with Churchill’s “blood, sweat, toil and tears” speech 
during another and equally serious period in British his- 
tory. “The Times” described the Second White Paper as 
“the most disturbing statement ever made by a British Gov- 
ernment.” 

While the immediate cause of the crisis is clear enough, 
the ramifications are worth some attention in trying to 
understand the underlying clauses. The British economy 
has been founded upon the importation of raw materials, 
processing them in Britain, and selling the finished goods 
in the markets of the world. Coal has been and still is the 
basis of the whole operation. With the national economy 
founded on international trade and with Britain so long the 
centre of all world trading, it was natural to provide the 
ancillary services of finance, shipping and insurance and to 
be the source of heavy capital movements abroad. In other 
words, Britain once processed much of the world’s raw ma- 
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terials, moved them in British ships, financed and insured 
them, and at the same tine developed much of the world 
with British capital. This kind of economics made it pos- 
sible for forty million people to live on an island too small 
even to feed them. 

Because of the necessity to import from 50 to 75 per 
cent. of her food, Britain has constantly had a deficit on 
her international merchandising transactions. During the 
last three years before the war the overseas sales of Brit- 
ish goods covered little more than half the cost of her im- 
ports. But her invisible exports of services, i.e., shipping, 
insurance, commissions and overseas investment income, in 
large part offset these deficits. Prior to 1931 invisible ex- 
ports more than balanced commodity deficits and enabled 
Britain to export capital, thus providing the basis for still 
greater invisible exports. During the depression the net 
surplus of invisible exports never fell below £245 million 
(1932) and was £370 million in 1937. The substantial com- 
modity deficits of this period, ranging from £263 million 
in 1933 to £442 million in 1937, were either balanced or re- 
duced to easily manageable proportions by means of in- 
visible exports. For example, the overall deficit in the 1937 
balance of payments was only £56 million. 

As a result of the war, Britain has been changed from 
a great creditor to a great debtor nation. The pattern of 
her balance of payments has been changed drastically. 
Overseas assets amounting to nearly £2,000 million wére 
sold during the war, mainly for the purpose of paying for 
raw materials. Furthermore, quite apart from Lend-lease 
and Mutual Aid, Britain has borrowed some £3,500 million 
from countries like Argentina, India, Egypt and Portugal. 
It is reported officially that the total net disinvestment 
amounts to $17,000 million, which added to home and ship- 
ping losses, yields a total loss in national wealth of almost 
$30,000 million. 

This was the situation confronting Britain as she en- 
tered the post-war period. At the war’s end her export in- 
come was sufficient to pay for only one-suarter of the pre- 
war rate of imports. But substantially more than the old 
level of imports is needed to allow more adequate food sup- 
plies and for reconstruction purposes. 

The invisible items that once balanced the surplus of 
imports over exports have been cut sharply. Over 50 per 
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cent of the overseas investment income has been lost 
through disinvestment, a loss of £100 million annually. 
Shipping income is lower due to war losses of merchant 
navy tonnage. The merchant fleet is now only 13.9 million 
gross tons as compared with 17.4 million tons in 1938. 
The carrying charges on some £4,000 million sterling credits 
due other countries add another £125-150 million on the 
debit side of the nation’s international accounts. 


It was realized at once that the immediate situation 
could not be met through increased exports or decreased 
imports. Short of a continuation of Lend-lease or Mutual 
Aid, impractical for political reasons in North America, 
the only solution was the extension of long term American 
and Canadian dollar loans to the United Kingdom at the 
lowest possible interest. In 1946 the United States provided 
a loan of $3,750 million, and in the same year Canada lent 
Britain $1,250 million. These credits may be drawn on 
up to December 31, 1951, when repayment of principal and 
interest (at 2 per cent.) must begin. Repayment is to be 
completed in fifty years. 


As part of the American loan agreement Britain under- 
took immediately to remove all exchange controls on cur- 
rent transactions between herself and the United States, 
and to bring all the wartime sterling area controls to an 
end by the middle of 1947. Many observers believe that 
the terms of the loan were far too harsh and that Britain 
will not be able to relax sterling area controls this year 
without most serious repercussions on the value of sterling. 
Whether she honours this commitment will depend upon 
economic developments in the next three months. Sydney 
Gambell, Reuter’s financial editor, said recently that “a 
country may ruin herself, but it will never do so merely 
because it has signed an undertaking to do so.” 

British policy has been formulated so as to minimize 
the need for drawing on the dollar credits. An intensive 
export drive was inaugurated and the people warned to 
expect no great increases of British goods in the home mar- 
ket. In 1945 the trade deficit was £653.4 million, and the 
alarming figure of £750 million was forecast for 1946 and 
used as the basis for the Washington loan. 

In view of the existing import-export relationship, and 
the serious deficit outlook, an export target for 1946 was 


AvueustT, 1947 99 





THE CANADIAN CHARTERED ACCOUNTANT 


set at 175 per cent of the 1938 level. By last July the 
volume of exports was 120 per cent of the 1938 average, 
and there was considerable optimism in official circles. It 
was hoped that the dollar credits could be considered as 
emergency reserves. But the sharp cutback in the last 
quarter of the year resulted in the current crisis. In De- 
cember exports were only 103 per cent, due principally to 
the fuel shortage. The overall deficit for 1946 is estimated 
at £450 million and was met mainly by drawing $600. mil- 
lion on the American and $45 million on the Canadian 
credits. While this was very much less than the forecast 
deficit of 750 million, there was no reason to rejoice. The 
difference was not due to increased exports, but to world 
shortages that prevented Britain from importing the food 
and raw materials essential to her economic recovery. 

It is obvious that the problem cannot be solved without 
economic planning for the future. Britain has not enough 
resources to do all that she wishes to do, and barely 
enough to do all that must be done. The most urgent need 
is the provision of the means with which to pay for im- 
ports. It is stated in the second of the White Papers that 
“Imports and exports are of fundamental importance, now 
for some years to come. Failure to build up our export 
trade in the next two or three years so that we can afford 
to buy imports would mean continued food rationing, much 
less smoking and private motoring, widespread unemploy- 
ment for lack of raw materials and inability to re-equip in- 
dustry with the most modern machinery.” 

The plan for 1947, as announced in the House of Com- 
mons last month, involves the following: 

(1) an export target of 140 per cent. of the 1938 
volume; 

(2) increased exports to the western hemisphere and 
Sweden, Switzerland and Portugal, all hard money coun- 
tries; 

(3) a close import control over products from the west- 
ern hemisphere; 

(4) an increase in domestic production along the lines 
which contribute to the above policies. 

The 1947 volume of imports is planned at 85 per cent 
of the 1938 volume, compared with 70 per cent in 1946. 
This amounts to a total of £1,450 million, roughly divided 
as follows: 
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£725 million for food and farm supplies; 
£525 million on supplies for industry; 

£ 60 million for machinery and equipment; 
£ 55 million for petroleum; 

£ 50 million for tobacco; 

£ 35 million on goods for the home market. 

In addition to this it will be necessary to find some £175 
million in foreign currency to pay for British armed forces 
overseas, making a total foreign exchange requirement of 
£1,625 million. 

The only way in which this foreign exchange can be 
secured is through exports and borrowing from abroad. 
Since borrowing at best can be only a temporary and short 
run measure, Britain’s future depends upon her ability to 
export goods and services in an amount sufficient to pay for 
her essential imports. 

The coal shortage has forced the Government to lower 
its sights on the export target from 175 to 140 per cent 
of the 1938 volume for this year. On this basis it is hoped 
to obtain £1,200 million from commodity exports, supple- 
mented by £75 million from invisible exports, leaving a 
deficit of £350 million to be covered by net borrowing. It 
is admitted, however, that this year’s draft on the dollar 
credits may exceed the £350 million deficit. This means 
that more than half of the loans designed for a five year 
period will have been exhausted at the end of the second 
year. Any appreciable short-fall of exports this year will 
have extremely serious results. 

There are several important factors working against the 
realization of Britain’s export targets, both short and long 
term. The coal shortage, more than anything else, impeded 
the export drive last year and continues to anchor it now. 
In 1946 there were 189 million tons of coal produced 
against 194 million tons consumed. The deficit exhausted 
stockpiles The production target for 1947 is 200 million 
tons, barely enough to meet strictly essential needs. It has 
been announced that there will have to be drastic restric- 
tion of the use of coal, gas and electricity for everything 
except industry, and that conversion of transport and in- 
dustry to fuel oil will be effected wherever that is suitable. 

The coal shortage results from a shortage of miners 
and decreased output per worker. Output per man-day fell 
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from 1.27 tons in 1939 to 1 ton in 1946. Output in the 
United States, by the way, runs from 5 to 6 tons per man- 
day. Probably the most important of all the Government’s 
domestic problems is that of recruiting more miners, cut- 
ting absenteeism and increasing the output per man 
through more efficient mine operation and better worker 
co-operation. Upon the success or failure of this pro- 
gramme depends the solution of the power and steel prob- 
lem—indeed, the success of the whole production and ex- 
port programme. 

The shortage of power in February resulted in sharp 
decreases in production and employment. The steel short- 
age is hampering production seriously, and the 1947 ex- 
port programme is endangered already. The Government 
hopes that 9 million tons of finished steel will be available 
this year, which, if used with “great care” should be suf- 
ficient to meet the essential needs of industry. But it is 
stated that if the steel using industries were to expand 
much further, the demand for steel might become unman- 
ageable. The announced policy is one of discouraging ex- 
pansion during 1947. In the face of this it is difficult to 
see how the required increase in manufactured goods can 
take place, since steel is so vital to a large section of the 
manufacturing industry. Yet manufacturing must bear 
the brunt of the export drive. The 1947 target for the ex- 
port of manufactured goods has been set at 165 per cent 
of the 1938 level. 

The magnitude of the task is more apparent in the 
light of the concession made in the second White Paper that 
cotton textile and steel manufactures cannot be expanded 
to any extent this year. These two groups accounted for 
25 per cent of the total value of manufactured goods ex- 
ported in 1938. 

(To be continued) 
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Obituaries 


The Late Gerald Allan Leverman. 


The Institute of Chartered Accountants of Nova Scotia 
announce with deep regret the sudden death on July 7th, 
1947, of Gerald Allan Leverman at the age of fifty-one in 
Lakeview, Halifax Co. He was the son of the late W. E. 
Leverman, C.A., and Florence M. Leverman. 

A member of the Institute of Chartered Accountants of 
Nova Scotia, he served on the Council after being admitted 
in 1930. 

He served overseas in World War I with the 10th Siege 
Battery and for the past years has been an active member 
of the Reserve Army, serving first with the No. 1 Casualty 
Clearing Station and later with the 22nd Field Ambulance, 
retiring some months ago with the rank of Major. 

Mr. Leverman has been employed at the Acadia Sugar 
Refinery Co. Ltd. for the past 35 years, holding the posi- 
tion of Chief Accountant at the time of his death. 

He was unfailing in his support of St. Stephens Angli- 
can Church, of which he was a life long member. 

Mr. Leverman is survived by his widow, three sons, two 
daughters, all at home, one brother and two sisters, to 
whom the Institute offers their sincere sympathy. 


The Late Alexander Gray 


The Institute of Chartered Accountants of Manitoba 
deeply regrets to record the death of Alexander Gray who 
died on the 8th of June, 1947. 

Mr. Gray was born near Glasgow, Scotland, on the 14th 
of February, 1887. He was educated at Blair Lodge and 
on leaving school he served as a student for a time with 
a firm of Chartered Accountants in Glasgow. Later he 
came to Canada and became a student of the Institute of 
Chartered Accountants of Manitoba. On the outbreak of 
war in 1914, he enlisted in the 27th Winnipeg battalion with 
which he went overseas. He later transferred to the Royal 
Field Artillery and was commissioned a lieutenant. 

He was admitted to the Institute of Chartered Account- 
ants of Manitoba in June, 1922. He subsequently joined the 
staff of Riddell, Stead, Graham & Hutchison. For a time 
he was manager of their Regina office and later was ap- 
pointed joint manager of their Winnipeg office. In 1933 he 
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joined in establishing the firm of Glendinning, Jarrett, Gray 


‘and Roberts. 


He served for eleven years as a member of the Council 
of the Institute of Chartered Accountants of Manitoba and 
at the time of his death was Vice-President of the Institute. 
He was also a member of the Council of the Dominion Asso- 
ciation of Chartered Accountants. 

To his widow, the Institute offers sincere sympathy. 


The Late Alexandre Alphonse Grimard 

The Institute of Chartered Accountants of Quebec re- 
ports with deep regret the death on 25th May 1947 of 
Alexandre Alphonse Grimard, age 46, after a lengthy heart 
illness. 

Mr. Grimard served his apprenticeship with the firm of 
A. K. Fisk, Skelton & Co., and passed the final examination 
in 1924. Since 1925 he practised his profession alone. 

To his widow, the members extend sincere sympathy. 


Book Reviews 


Insurance Companies’ Accounts. By S. J. Lengyel, 
M.A., F. W. Cheshire Pty. Ltd., Melbourne and London, 
156 pages. 

This work is not, as its title would suggest, a handbook 
or text dealing with insurance accountancy. Its purpose 
appears to be to make a comparative study of insurance 
companies’ published accounts with those of mercantile and 
industrial concerns from the economic point of view. 

Its value to accountants lies in its comments on the ac- 
tuarially derived items in the financial statements of life 
insurance companies. Principles only are dealt with, little 
or no attention being given to accounting or actuarial tech- 
niques used in the development of the figures appearing 
in the financial statements discussed. 

Life insurance accountancy, for which Mr. Lengyel is 
such an able apologist, differs from industrial accounting 
mainly because of the long term nature of the contracts 
which comprise the “sales” of the life insurance companies. 
In order to ascertain the “cost of sales” consideration must 
be given to the accumulation of mortality reserves and the 
release of these reserves in the event of lapses, surrenders 
and deaths. As these factors do not appear in the account- 
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ing records of the Company except at the year end by 
means of a net adjustment, it is, therefore, not usual to 
find them reflected in the published financial statements 
upon which the auditor reports. Details of the movements 
of the mortality reserves are developed actuarially and 
statements showing mortality profits, surplus from surrend- 
ered policies, profits on loadings and surplus interest earn- 
ings are, therefore, products of the actuarial rather than 
the accounting department. It is hoped that, at some fu- 
ture time, accounting in this field may gain in comprehen- 
sion to the end that all elements of profit and loss may be 
reflected currently in the accounts, including mortality re- 
serve changes, so that informative profit and loss accounts 
may be derived therefrom. 

This book will be helpful to those wishing to understand 
the technical aspects of the insurance business in a broad 
way. 

H. E. Crate. 


Standarized Audit Working Papers, by Fredric 
Staples, C.P.A. This is a book which every practising ac- 
countant should find interesting and instructive. It is 
written in a very practical manner and reflects years of 
experience in carrying out and supervising audit work. It 
is, in fact, a condensation of wide experience as applied to 
audit procedure rather than audit theory put in a form 
calculated to assist the public accountant in controlling 
and carrying out a systematic and orderly audit. To those 
who have not developed their own systems of audit proce- 
dure and working papers, it will be a revelation in the foun- 
dation it provides for carrying out an efficient audit includ- 
ing the confirmation of balance sheet items, analysis of the 
major profit and loss accounts, a comprehensive survey of 
the system and internal check, all based on standardized 
audit working papers. Many accounting firms have already 
developed their own systems for controlling audits and com- 
pleting working papers but even these would receive some 
benefit from the book through using it as a means of re- 
appraising their own system. 

Perhaps the most unique feature of the book is the 
complete set of audit working papers included illustrating 
in detail the working papers completed on a sample assign- 
ment. These working papers are standardized and it is 
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advocated by the Author that supplies of these printed 
forms be acquired by the practising accountant in quantity 
sufficient to enable the accountant to use standard forms 
for all of his audit working paper files. The working papers 
are so designed as to apply to the average commercial audit 
and lead through in a simple and direct manner to the final 
figures in the accounts to be certified. One of the import- 
ant features to note in the working papers is that each work- 
ing sheet has printed on it instructions and questions so 
planned as to ensure the underlying work on the audit has 
been properly carried out if the instructions are followed 
and the questions satisfactorily answered. The author 
points out that this is not intended to take the place of 
standard audit programmes or procedure manuals which 
many public accounting firms use. 

The use of the standard forms should be a safeguard 
against the possibility of errors or omissions in the work- 
ing papers but they cannot be considered a substitute for 
having a thoroughly experienced senior on the job followed 
up by proper supervision of a principal. 

The book and standard working papers are based on 
experience in the United States where auditing practice 
may not always coincide with Canadian practice but this 


difficulty would not appear to be too serious. 
John A. Wilson. 
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Current Accounting Literature 


By Frank S. Capon, C.A. 
Montreal, P. Q. 


Costs and Production Runs 

Calculation of the optimum size of production runs, hav- 
ing regard to setup costs, storage costs, and turnover of 
working capital, is the subject of the article by R. E. Staun- 
ton in the 15th May N.A.C.A. Bulletin. If production runs 
are too small, setup costs and other overheads are not 
spread over sufficient volume, whereas excessive production 
runs result in expensive storage and an unnecessary tieup 
of working capital. The author has provided a series of 
formulae to compute the most efficient size of runs, backed 
up by charts and tables showing how cost trends vary at 
differing volumes of production with fixed demand. Here 
is an article that no cost accountant or cost accounting stu- 
dent should miss. 

Liaison Between Accounting and Sales 

M. W. Cresap underlines the present schism between 
accounting and sales departments in his article in the same 
Bulletin. In an outstanding double-barrelled plea, firstly 
to management to recognize the worth of accounting con- 
trol in all phases of operations, and secondly to accountants 
to do a better job of “merchandising” their wares, the au- 
thor leaves no doubt of the importance of the control func- 
tion for management. Top management alone can set the 
production and sales policies which are to limit the course 
of the business, but only accounting can steer the ship on 
the charted course and bring out the sideslips and faults of 
poor navigation before the results are disastrous. Of 
special value to accountants is the summary of the desir- 
able contents of accounting reports and the suggestions on 
formal and general presentation. 

Budgeting 

Also in the N.A.C.A. Bulletin of 15th May is an article 
by P. A. Wilks outlining the need for a budget in business, 
the development of the sales forecast, establishment of 
standards, production estimating, operating expenses, and 
the administration of budgets. Budget reports and con- 
ferences are also suggested and the article is supported by 
charts and tabulations showing budget results in graphic 
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form. The general principles of most articles on budget- 
ing are comparatively standard, but this present article is 
clearer and more complete than most. 

History of Cost Accounting 

Developments in the cost accounting field in the past 
twenty-five years are the subject of the paper by J. H. Jack- 
son, Dean of the School of Business of Stanford University, 
in the lst June N.A.C.A. Bulletin. Most of us are too close 
to day-to-day accounting problems to see the long-range 
trend of developments, and it is, therefore, of prime import- 
ance to lean back once in a while and consider objectively 
where we are heading from a review of the road over which 
we have travelled. The growth of cost accounting in the 
past twenty-five years has been truly remarkable, includ- 
ing refinements and improvements of techniques, the ap- 
plication of costing to almost all spheres of business, and 
particularly the development of standard costs and flexible 
budgeting. 

What Are Profits? 

Maurice E. Peloubet has contributed another startling, 
if brief, article in the June issue of the “Journal of Ac- 
countancy” under the heading “What does the apparent 
profit of a business operation mean?”. He takes an identi- 
cal business operation carried out by three different types 
of organization—the sole proprietorship, the company fi- 
nanced solely by equity capital, and the company financed 
almost entirely by borrowed capital and operating rented 
plant—and he traces the operation to the net profit stage. 
With identical sales and cost of sales, but with the different 
situations on taxes, interest on borrowed money, deprecia- 
tion, rent, and so forth, the net profits shown in the three 
cases are $92,500, $45,500, and $10,700 respectively. Mr. 
Peloubet then goes on to explain how much of the so-called 
profit earned by industry today represents rent of physica! 
property, payment for personal executive services, and pay- 
ment for risk—then questions the present use of the word 
profit by accountants. 

Cost Accounting 


The first section of a two-part article by A. A. Fitz- 
gerald on modern cost accounting techniques and indus- 
trial efficiency appears in the 24th May issue of “The Ac- 
countant”. The history of cost accounting is dealt with 
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and it is particularly interesting to read the scathing de- 
nunciations of cost accounting by the accounting profession 
in its formative stage. It is also of interest to note that 
an engineer, and not an accountant, was the original sug- 
gestor of a cost accounting system. 
Inventory Control 

“Inventory—usually the largest item among current as- 
sets—is in most industrial organizations entirely uncon- 
trolled or inadequately controlled” claims Harold Riley in 
his article on inventories in the May issue of “Cost and 
Management”. He claims that control is frequently con- 
fused with records, and stresses the need for inventory con- 
trol systems based in the first instance on sales estimates 
and then following materials through all stages of opera- 
tions until they are finally shipped. The dangers and fre- 
quency of losses on inventories are greater than in the case 
of any other assets, and Mr. Riley makes a very convincing 
case in favour of his method of effective overall inventory 
control. 


Suggestion Plans 
In a large organization, suggestion plans are in the field 


of industrial relations rather than accounting, but if they 
are applied to office staffs, they concern industrial account- 
ants very directly. Theoretically, the payment of an in- 
centive award for practical suggestions on improvement of 
job methods or procedures results in greater worker in- 
terest and efficiency, but such plans pose many problems 
which are not so apparent to the theorist. The article on 
the subject by B. A. Hindmarch in the June issue of “The 
Controller” is of interest to industrial accountants who are 
faced with pressure for the installation of a suggestion sys- 
tem, but it does not bring out the very serious pitfalls that 
must be overcome. 
Professional Training for Controllers 

A comparatively young body of industrial managers is 
coming to the fore in the U.S.—the controllers, who have 
for a number of years been organized as a professional 
body. Controllership is more than industrial accounting, 
although the controller’s duties vary widely in different 
companies. The training necessary for a controller and 
also the problems of selection of potential controllers is ad- 
mirably outlined by R. L. Kozelka in the June issue of “The 
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Controller”, and in particular he emphasizes that training 
must include both classroom or theoretical, and apprentice- 
ship or practical experience. The four techniques required 
by the controller are accountancy, statistical analysis, art 
of persuasion by writing and speech, and the knowledge of 
business organization, and the author has made practical 
suggestions for training prospective controllers in these 
fields. 
Organization for Effective Auditing 

Although the article by C. T. Atkisson in the June issue 
of the “Internal Auditor” is written primarily to apply to 
internal audit organizations, much of it is equally 
applicable to external auditors in those companies where 
internal auditing is not well developed.. The internal 
audit complements the work of the outside auditor, who is, 
therefore, intensely interested in its results. Mr. Atkis- 
son’s article brings out in sharp relief the need for close 
co-ordination between internal and outside auditors if the 
maximum effectiveness is to be achieved with a minimum 
of effort and duplication. 


Personals 


Messrs. Creak, Cushing & Hodgson, Chartered Account- 
ants, 460 St. Francois Xavier St., Montreal, Quebec, wish 
to announce that Mr. Andrew W. Whitelaw, C.A. and Mr. 
Peter M. McEntyre, C.A. have been admitted as Junior 
Partners as of lst July 1947. 

J. Norman Rougvie, Chartered Accountant announces 
that his office is now located at 507 Royal Trust Building, 
626 West Pender Street, Vancouver, B.C. 

C. N. Knowles & Co., Chartered Accountants, 360 St. 
James St. W., Montreal, announce the retirement from the 
firm as at 30th June 1947, of Mr. H. D. Poole, C.A., and 
the admission to partnership as from the same date of Mr. 
James D. Ford, C.A. 

J. Bowman Boyter, Chartered Accountant, announces 
the removal of his offices from 36 Wellington Street East 
to 95 King Street East, Toronto. 
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J. E. SMYTH, C.A., Editor 
NOTES AND COMMENTS 


The May 1947 issue of The Canadian Banker contains 
an article on “Some Financial Aspects of the Hydro Elec- 
tric Power Commission of Ontario” by John V. Walters, 
treasurer of the Commission. The article seems most per- 
tinent from a cost accounting point of view. More than 
that, it is replete with interesting full-page pictures of 
hydro developments which we should like to reproduce here, 
but cannot. 

The Commission is a kind of publicly-owned wholesaler 
in electric power. To quote Mr. Walters, it “sells power at 
wholesale to a total of more than 300 municipal electric 
commissions who undertake retail distribution through 
their own local systems. It also sells to large industries 
which are not supplied by local commissions and undertakes 
retail distribution in rural areas which have not a sufti- 
cient density of consumers to warrant the establishment of 
loeal commissions’”’. 

Now it was the description of the method of charging 
these local commissions for the power supplied to them 
that caught our eye. An attempt is made to charge each 
municipality directly for upkeep and depreciation on all 
equipment which services it (e.g., stations and power lines) . 
Mr. Walters explains it this way: “ ... assume a line con- 
structed from a given generating station, 20 miles in length, 
serving two municipalities, one at a distance of 10 miles 
from the generating station and the other at 20 miles, and 
the average monthly load for each municipality based on a 
20-minute integrated peak, is 1,000 horsepower. It follows 
that on the first 10 miles of the line, the municipalities 
share equally in all annual charges, whereas on the second 
10 miles of line, the municipality further from the generat- 
ing station is required to assume the entire annual charges.” 
(Because the charges are also “based on the use made of 
such equipment”, we take it that if the latter municipality 
had used twice as much power as the former, it would be 
charged with two-thirds the annual charges on the first 10 
miles instead of one-half.) 

The apportionment of costs among the municipalities 
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on this basis means, in Mr. Walters words that, “it is neces- 
sary to know the value of each separate generating station, 
transmission line, transformer station, metering equipment, 
or any other apparatus used in the generation or transmis- 
sion of power. Furthermore, it is essential that each separ- 
ate property be identified on the books of the Commission in 
order that the proper annual charges such as interest, re- 
newals, sinking fund, et cetera, may be rightfully allocated 
to the particular section of the line, station, or generating 
plant as the case may be”. 

We are wondering if this is the cost system which would 
be used to determine the incidence of the cost of the pro- 
posed change from 25 cycle to 60 cycle power in certain 
Ontario localities. If so, our interpretation of it is that the 
much-discussed cost burden of the changeover will be large- 
ly confined to areas directly benefiting from the new equip- 
ment. 

* ES * 

We draw our readers’ attention to the publication in 
this issue of a problem and solution to one of the final 
Auditing examinations, December 1946. 


Students’ Association News 


Quebec 

The Chartered Accountants Students’ Society of the 
Province of Quebec held its annual golf and tennis field 
day on 18th June 1947, at the Wentworth Golf Club, Mon- 
treal. The events were enthusiastically attended by the 
members, approximately one hundred and thirty-five turn- 
ing out for golf, and thirty taking part in the doubles tennis 
tournament. The Dunton Cup, presented to the golfer with 
the low gross score, was won by R. MacMartin, who turned 
in a sparkling 80, while the tennis prize was taken by the 
team of P. MacIntyre and Matthew J. Pilon. 

The majority of the participants stayed on for the 
banquet which was held in the club house. The President, 
Emory Grearson, presided, while Treasurer E. A. Lemieux 
did an excellent job of presenting the awards which also 
included prizes for hidden holes, and of course, consolation 
prizes. Mr. C. N. Knowles, a representative of the Senior 
Council, was called upon to say a few words which were 
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well received, and it was generally agreed that an excellent 
time was had by all. 


PROBLEMS AND SOLUTIONS 


THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 


Solutions presented in this section are prepared by practising 
members of the several provincial institutes and represent the personal 
views and opinions of those members. They are designed not as models 
for submission to the examiner but rather as such discussion and 
explanation of the problem as will make its study of benefit to the 
student. Discussion of solutions presented is cordially invited. 


PROBLEM I 
INTERMEDIATE EXAMINATION, DECEMBER 1946. 
Accounting I, Question 1 (5 marks) 
Name three disadvantages of single entry accounting. 


SOLUTION 

(1) Difficulty of proving work. It is impossible to take a trial 
balance. 

(2) The records are usually incomplete as to asset and liability 

accounts. The possibility of overlooking items in preparing 
financial statements is therefore greater than where double 
entry records are in use, 
Difficulty of preparing a statement showing profits and the 
nature and amount of expense. The figure for profits is deter- 
mined by inference only, i.e., by comparing the value of net 
assets at the end of the period with their value at the begin- 
ning. 7 


PROBLEM II 


FINAL EXAMINATION, DECEMBER 1946 
Accounting II, Question 4 (25 marks) 

A textile manufacturer asks your advice concerning the advisabil- 
ity of installing a cost system. He explains briefly that he manufac- 
tures many different cloths starting with the scoured wool which passes 
through the following processes before becoming finished cloth: picking 
and blending, carding, spinning, weaving, finishing, dyeing. The com- 
pany’s salesmen take firm orders considerably in advance of the actual 
production of the cloth using samples produced during a special samp- 
ling period set aside each season for the manufacture of samples. 
Competition is keen and the profit margin is low. Financing is re- 
ceived through bank loans. 

Very briefly indicate the answers you would give to the following 
questions which he asks you: 

1. What are the principal advantages of installing a cost system? 

2. My present accounting system is designed for the purpose of 
preparing annually a balance sheet and trading and profit and loss 
account. What principal additions or alterations would be necessary 
to operate a cost system? 

3. How can I arrange things to know the cost of the principal 
stages of manufacture such as carding, spinning, weaving, etc.? The 
carding machines operate three shifts per day, the spinning machines 
two shifts and the weaving machines one shift. 
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4. How will the following items be dealt with in the cost system? 
i.e., what classification and how is distribution determined? 

(a) Depreciation—Building. 

(b) —Machinery. 

(c) Cost of operating the electric power plant which services the 

entire factory. 

(d) Wages of weavers. 

(e) “ “ helpers and sweepers in spinning department. 

(f) Salary of plant superintendent. 

(g) “« “general manager. 

(h) “« “ sales manager. 

(i) Supplies used in manufacture. 

(j) Inward freight on wool purchased. 

5. How should differences between physical and perpetual inven- 
tories of raw materials (values) be dealt with at the end of an 
accounting period? 

6. In the manufacturing process there accumulates a considerable 
amount of waste consisting of yarn ends, clippings, loose wool, etc., 
which is either sold or reprocessed. How will this be treated in the 
costs? j 


SOLUTION 

1. The principal advantages are: 

(a) The ascertainment of unit costs of the various products is 
valuable in determining minimum selling prices and in elim- 
inating unprofitable lines. 

(b) Improvement in efficiency by comparison of cost details at 
regular intervals. 

(c) More adequate information is made available for inventory 
valuations. 

(d) The establishment of control over production. 

2. To operate a cost system it would be necessary to amplify the 

accounting procedure by providing for: 
1. More detailed analysis of disbursements. 
2. Perpetual inventory records. 
3. Monthly accumulation of figures relating to costs. 

3. Divide the factory into departments for cost accounting pur- 
poses corresponding to the natural division, such as Carding Depart- 
ment, Spinning Department, Weaving Department. Break down the 
analysis of manufacturing expenses according to these departments. 

This automatically takes care of the differences in operating shifts, 

4. (a) This should be allocated to each department according to 
floor space and included as one of the items of department overhead 
which would most likely be applied to production within the depart- 
ment either as a percentage of direct labour costs or on a machine 
hour basis. 

(b) This should be calculated for each department separately and 
applied as department overhead. 

(c) This will comprise part of the cost of the “service department” 
which will be pro-rated to departments on a direct basis where prac- 
ticable and on a pro-rata basis where a direct charge is not feasible. 

(d) These are direct charges to the cost of production in the 
weaving department. 

(e) Charged to spinning department overhead. 

(f) This will be included in factory overhead or burden. The 
total factory overhead or burden will be pro-rated to other departments 
on an appropriate basis to result in each department bearing its 
proper share of such expense. In turn, the factory overhead allocated 
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to an individual department will be applied to production—usually as 

a percentage of direct labour cost or on a machine hour basis. 

(g) This will be included in administration expense. The method 
of applying administration expense to the cost of the goods will vary 
according to individual circumstances. The more usual methods of 
allocation are: 

(1) To consider it an addition to general overhead and distribute 

it in the same manner as factory overhead. 

(2) To convert to a percentage of accumulated manufacturing cost 

and add at that point. 

(3) To convert to a percentage of sales value and add as one of 

the last items in the cost analysis. 

(h) This is a selling expense which, for the purpose of determin- 
ing the adequacy of selling price, is usually included in the complete 
cost of the goods. Selling expense is usually applied as a percentage 
of sales value. 

(i) These form part of department overhead where they can be 
charged direct; otherwise they could be included with the service 
department charges. 

(j) This should be added to the inventory account to which the 
cost of the wool is charged. 

5. Such differences should be transferred to manufacturing cost 
adjustment account which will be transferred to profit and loss ac- 
count as an adjustment of the book cost of sales. If the differences 
are relatively large, consideration should be given to adjusting the 
costs shown for finished goods and on which inventory values of the 
latter would be based. 

6. An entry should be made crediting raw material costs and 
charging inventory of waste at approximate net recovery value, from 
where it will be charged into production again when it is used or to 
cost of sales of waste. 

Eprror’s NOTE: The answer to part (g) section 4 (above) will depend 
of course upon the nature of the duties of the general manager. 
The editor has reason to believe that a student would not be penal- 
ized who took the view that the general manager would be pre- 
occupied with general office supervision and stated that such an 
administration expense is not usually considered a part of the cost 
system. Similarly, it might be argued that selling expenses are 
not a part of the “cost” of the finished goods where “cost” is taken 
to be cost at factory door, i.e, manufacturing cost. 


PROBLEM III 
FINAL EXAMINATION,..DECEMBER 1946 
Accounting II, Question 5 (15 marks) 
Using the information supplied in question 4, indicate the answers 


you would give to the following inquiries from your client: 
1. What advantages, if any, would there be in combining a budget 


system with a cost system? 
2. What additional steps would be necessary to introduce a budget 


system? 


SOLUTION 
1. The following advantages would result from controlling the cost 


system by a budget system; 
(a) For this type of business it would be valuable in co-ordinating 
production with the forecast of sales. 
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(b) It would provide better control of expenditures by reason of 
the preliminary planning involved and subsequent comparison. 

(c) It would assist the purchasing department in buying intelli- 
gently. 

(d) It would assist in planning financial arrangements by making 
it possible to estimate cash requirements, etc. 

2. This would involve for the period to be covered by the budget 

(a) A forecast by the sales department of the volume of sales 
planned to each type of cloth produced. 

(b) A forecast of the volume of production and its cost including 
estimates of the cost of operating each of the various direct and in- 
direct departments of the factory. 

(c) A forecast of the cost of acquiring the necessary materials 
for the production budget. 

(d) A forecast of the cost of marketing the production. 

(e) An estimate of administrative expenses. 

(f) Summarization of the above forecasts and provision in the 
monthly cost summaries for showing budget figures alongside actual. 


PROBLEM IV 
FINAL EXAMINATION, DECEMBER 1946 
Auditing I, Question 4 (15 marks) 

As auditor of a manufacturing concern you submit monthly state- 
ments for the attention of directors. The manufacturing process is 
such that a single series of operations produce several joint products 
which in certain cases are subject to further treatment. The inven- 
tories of work in process are small, but the inventories of finished 
goods are large relative to monthly sales volume. Finished goods are 
valued at the “estimated cost of raw materials, labor and manufactur- 
ing expense”. You find that although sales do not fluctuate greatly, 
monthly profits tend to be seriously depressed when inventories are 
up, particularly when the increase in inventory relates to two of the 
seven products, 

Required: 

Indicate with reasons . 

(1) Your deductions as to the propriety of the method of inventory 

valuation employed. 

(2) Your subsequent tests or enquiries to determine the correct- 

ness of your deductions. 


SOLUTION 

It would appear that this method of valuing inventories results in 
a valuation somewhat below cost since whenever more product is 
manufactured than sold the net profit is depressed. This would 
appear to be particularly so as to the two products mentioned. 
The basis of estimating the cost of raw materials should be en- 
quired into and a test should be made if possible as to the reason- 
ableness of the estimate both as to price and as to quantity. 

The basis of estimating the cost of labor and manufacturing 
expense should next be enquired into. This enquiry should con- 
sider the accuracy of the overall cost and also the basis of the 
distribution of costs between products. It will probably be possi- 
ble to reconcile the total labor and manufacturing costs incurred 
for a period with the total products produced multiplied by the 
estimated labor and manufacturing expense. This should provide 
a test of the accuracy of the estimate of labor and manufacturing 
expense. If possible this test should be applied for labor and 
overhead separately. 


116 





